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The vegas growth of the Japanese cotton-textile industry 
is the outstending feature of Japan's industrial development. 
Among the cotton manufecturing countries, Japan ranks third in 
the number of spindles, second in the quantity of cotton con- 
sumed, end first in the quantity - cloth exported. The low 
prices resulting from declining costs and the depreciation of 
the yen carried an hah ieundanetine flow of Japanese cotton 
goods into every market of the world. In the course of this 


process, Jepanese goods displaced the febrics from other mam-~ . 
facturing countries, we, those of the United Kingdon. 
This led, emonz other things, to an important shift in the 


outlet for Americen cotton awey from Hurope, toward the Orient, 
end Jepan beceme the largest foreign consumer of American cot- 
ton. The future position of American cotton in the Japanese 
market will depend upon the evailability of other sources of 
Supply of cotton thet can be substituted for it and especially 
upon the trend of Japan's export trede in cotton see Sy 


The industrial revolution was ushered inte Japan only during the 
latter pert of the nineteenth century, yet the progress achieved since 
has been remarkable. Within a relatively short time let has manéged 
not only to assimilate, but in some respects to improve upon, the indus 
trial and commercial technique of the West. Probably in no field of en- 
deavor has Jepan displayed its telents to greater advantage, both es 
student end es master, than in the spectacular development of the cotton- 
textile industry. Starting in the sixties of the last century with a few 
thousand spindles, it has become Japan's premier manufacturing industry, 
measured in terms of invested capital, labor employed, vee of output, 
and volume of foreign trade. 


*Assistant Agricultural Economist, Bureau of Agricultural Economics. 
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While Japanese cotton-textile industry and export trade have 
been undergoing expansion for some time, the major strides forward oc~ 
curred during the World War and again since 1931. Before the latter pe- 
riod, exports of silk played such an important pert in the national 
economy that, in ea sense, the country paid its way internationally with 
rew silk, This no longer holds true; Japan's foreign trade is dominated 
by cotton piece goods, which in 1936 accounted for 18 percent of the 
total exports. Since 1933, Japan has been responsible for the largest 
share in world exports of cotton piece goods. 


In the course of this rapid rise, Japan supplanted the United 
Kingdom as the largest exporter of cotton goods by making great inroads 
into suck traditionally British markets as India, China, the Netherlands 
Indies, Colonial Africa, and Egypt. In general, Jepan penetrated into 
virtually every market of the world where cotton goods ere sold. A fea- 
ture of this expansion is that, though Japanese cotton goods have shown 
considerable gains in countries with high standards of living, the gains 
have been greatest in countries with low standards of living. The fact 
that Japan succeeded in expanding in the face of a contracted world 
cotton-goods market is of outstanding significance. Rapid expansion under 
such circumstences could not be made without disturbing the established 
interests of older industrial countries. This gave rise to a general out- 
ery against Japanese come tition, followed by the erection of numerous 
barriers against the influx of cotton goods from Japan. 


The expansion of the Japanese cotton-textile industry resulted in 


the shift of a considerable portion of the United States cotton-export trade 


from Western Europe to the Far East. Since Japan is the second largest 
consumer of raw cotton end grows no cotton of its own, the country's 
Needs are mainly supplied from American end Indian sources. Prior to 
1931, Japan imported greater quantities of Indian than of American 
cotton. In the years 1931 through 1934, American cotton outstripped that 
of India, and Japan became the largest foreign market for American cot- 
ton. During the past 2 years, the position of the two competing growths 
in the Japanese market has been reversed again, with respect both to 
volume and to proportional shares in Japan's total imports of raw cotton. 


It is now fairly clear that in the Japanese market the United 
States is faced with much more serious competition from other growths 
than it is in the British market. Such factors as price differentials 
between American and Indian cottons, mixing practices of the Japanese 
textile industry, and availability of. improved cotton from other sources 
influence the consumption of American cotton in Japan, But in the ine 
Mediate future, at any rate, the position of American cotton in the 
Jepanese market will depend upon the status of the Japanese cotton~ 


textile export trade. 
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Development of the Textile Industry 


Pre-war development slow 


The first modern cotton mill in Japan was established in 1866, 
but the development of the industry during the two following decades 
was .a slow one. Only during the years 1886 to 1896, when the Japanese 
currency was stabilized, a prutective tariff imposed on imported yarn, 
and import duties on foreign cotton removed, did tne industry omerge as 
an important factor in the country's economy. The wars that Japan 
wage against China in 13894 and ogainst Russia in 190} stimulated this 
growth still further. It was, nowever, during the World War that the 
Japanese textile industry made its most notable progresses Manufacturing 
facilities were expanded, output greatly diversified, and exports in- 
creased by leaps and boun’s. To be sure, between 1914 and 1914 there 
occurred a 26-percent curtailment in the export volume of cotton yarn, 
particularly coarse yarn, but daring the same period exports of cotton 
cloth almost trebled in volume. 


Rapid expansion resulting from the Forid War 


The development of the industry during the war years need not be 
measured only in terms of augm paneer age rd or huse profits, or even 
by the export voline of cotton goods. Of more significance is the fact 

that Japan secured a footuold in a munber of markets into which it had 
had no access before the Vorld Yar. During the war, the Japanese industry 
found itself entirely free from competition in its main market - China - 
and extendcd the markets Tor cotton goods to countries where Japancse 
textiles were hardly known before the war, such as Eritish India, the 
Netherlands Indies, and Australia. 


With the acquisition of new gprs the character of the goods 
exported changed considerably. The emphasi S upon low-count yarn for 
the Chinese market gave way to oroducts in more advanced stages of manu 
facture, as cloth or finished articles. Japan then appenred for the 
first time as an important factor in the cotton-goods export trade, 
thus laying the foundation for still grenter expension in the future. 


* 


During the post-war slum, the industry suffered a considerable 
setback, but it was of relativeiy short duration. Expenditures for 
new equipment reached new hish levels, and the value ot the textile 
machinery imported in the 5 years immediately after the war amounted 
to 114.5 million yen ($57,751,000). The progress, in fact, became so 
conspicuous that in — and 1929 the production of yarns and textiles 
reached new records. Production continued at a high level until 193e, 

and the rapid rise since that year has brougnt the Japanese cotton 
textile industry to the foremost position in Japanese domestic economy 
and foreign trade. 
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It is best, perhaps, to illustrate the rise of the textile industry 
in Japan by drawing some comparisons with the former textile workshop 
of tne world, the United Kingdom. It then becomes wmistakably clear that 
Japan's progress was made chiefly at the expense of England.- All the 
relevant indices bear out this contention. Data on cotton spindles 
show that, whereas in 1913 the United Kingdom possessed 33.8 percent 
of the world's total,. by 1935 its shure had declined to 27.3 percent. 

On the other hand, spindleage in Janan within the same period had risen 
from 1.6 to 7.2 percent. It is agreed, also, that a comparison of active 
spindle hours would undoubtedly raise Japan's snare as against that of 
the United Kingdom. The same tendency holds true with respect to power 
looms. In 1915 Ungland had 23.7 percent of all such looms and Japan 

less than 1 percent; on July 31, 1934, the share of the former had de- 
clined to 18.3 percent and that of Japan had risen to &% percent. 1/ 


A comparison of the volume of raw-cotton Consumption in the two 
countries, which is an even better index than physical equipment (since 
the latter ignores the effects of hours of work and various technological 
factors), tells the same story of tne loss of the dominance England once 
held in world cotton—-textile manufacturing and the rise of Japane In 
1913, the share of the latter amounted to 6.3 percent of the world total 
as against 19.9 percent accounted for by the United Kingdom; by 1936 
Japan's share was doubled, whereas that of the United Kingdom was cut 
in half. 


Cotton consumption 


The following table indicates tne trend of Japan's cotton consump- 


Table 1. Japanese mill consumption of cotton, by srowths, 1904-1936 


Period a/ saga quantity 
- ‘Indian _.American | Egyptian: Sundries , Total 
. 3.000 ; 9000 : Setoe ° 24000; 2,000 
Average: ‘ bales ; bales : bales : bales : bales 
LFOMALWSsccoveoosee: MES }- 1955 | 15: 193: 831 
RAT ccscccscae.: Tee : S82 : 28 147: 1,168 
WUE isctscsivn : 12000 >: 7S: 30° * 115 : 1,699 
W9IROSticcccccase : SURO lc: (iti‘Ca SSC: + ao 116: 1,872 
eee Sy) | 76 : 130 : 2,271 
1929-1933 cecccccece : 1,080 ‘1,361 : gl : 79 : 2,592 
Annual; ; 
RI kistkitesisskes? 22007 fee: : 110 : 210 : 3,275 
WS ccsiceccdescces 3 3,942 : 1,668 : 140 : ae 
1956s swiesieissere < 1s ° 1,590: 130 : lg69 +) «3,477 


Continued - 


1/ 1/ "The Yorld Textile Industry", published by International Labor Office, 
Geneva, 1937, I:105~106. 
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Table 1. Japanese mill consumption of cotton, by growths, 1904-1936 
cont'd 


; Percentage of total 
; Indian _. American ‘Egyptian . Sundries. Total 
Average: . Percent : Percent : Percent | Percent + Percent 


Period a/ 


i SC ne 51.5 | 23.65 1.3 232 : 100.0 
1909-1913 ssovceeeee: 6009 ' 241 24 : 12.6 : 100.0 
19141918 ceccccccee: 64.7 : 26,8 | 1.3 : 6.7 : 100.0 
1919=1923 sccocccees: 5606: 354%: 1.8 : 6.2 : 100.0 
Oe err Ble? :) 35902 |) 58 568 : 100.0 
1929-1933 eecccccece: 4le? : 5205 3e1 2e7 : 100.0 
Annual: ; ‘ 
1934 ccccvcceccecegon: 3%e5 : 52e7 i Bob 6e4 : 100.0 
ORE nenaeeeesecane: “00 : SGe@ } ee 5.6 : 100.0 
1936 secccccccccceee? 419 : HOO! 307 14.4 ; 100.0 


Compiled from reports of the Japan Cotton Spinners! Association and of 
the International Federation of Master Cotton Spinners! and Manufactur-— 
ers! Associations. a/ Calendar years; bales of 500 pounds. 


The annual consumption of cotton in Japan increased from an aver— 
age of 831,000 bales during the period 1904-1908 to approximately 1,168,000 
bales during the period 1909-1913, a rise of 41 percent. During the next 
5 years, consumption increased 45 percent. There was a slowing up in the 
rate of increase during the years immediately following the war, but since 
1924 consumption has again been rapidly increasing, finally reaching an 
all-time record of 3,477,000 bales in 1936. See table l. 


The weaving industry 


In certain respects the weaving side of the Japanese industry is 
less developed than the spinning, but it has grown so much that it now 
absorbs practically all the yarn output. With the virtual disappearance 
of yarn exports, about a third of the output is used by the spinners who 
do weaving themselves, and the balance is sold to manufacturers who en- 
gage exclusively in weaving, both for home consumption and for the export 
trade. Members of the Cotton Spinners! Association work about 90,000 
looms or about 25 percent of the total number employed in the industry, 
While the other 280,000 looms are installed in some 50,000 medium and 
small-sized establishments scattered throughout the country. The number 
of wide power looms, on which most of the export fabrics are made, in- 
creased from 117,000 to 1924 to 241,000 in 1934, while handlooms declined 
from 146,000 to 55,000. The quality of the woven goods has greatly im- 
proved in recent years with the change in the type of looms used. Figures 
for the total cotton cloth output are not available, but in 1935 the 
member companies of the Spinners! Association alone produced 1,843 million 
square yards of cloth. 
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There was practically no change in the number of looms during the 
years 1924 to 1934. It is to be noted, however, that the number of 
weaving establishments was cut by more than half within the same period 
because of a growing tendency toward consolidation of the industry into 
larger units through the elimination of many weak and small concernse 
Despite this trend toward industrial concentration, the number of small 
Weaving establishments is still very great, as illustrated by the fact 
that 90 percent of them are equipped with less than 10-loomse The finan- 
cial position of many of these enterprises is weak, and-for this reason 
they must adhere to the policies laid down by the spinning companies, 
which enjoy a virtusl monopoly in the domestic yarn market. 


Factors Underlying Recent Expansion of the Industry 


A significant feature of the recent expansion-of the Japanese tex- 
tile industry is that it has not been stimulated, as in earlier periods, by 
external causes, such as war; nor was it due merely to the depreciation of 
the yen, which will be discussed later. To a very large extent, the rapid 
expansion was brought about by the efforts of the industry itself through 
the adoption of a variety of rationalization measures, improvement of tech- 
nique, and organization of the industry. All of this was directed toward 
one end: to bring about a maximum reduction in the cost of production. That 
the efforts were successful is witnessed by the fact that "during the eight 
years from 1925 to 1953 the workers! productivity increased by 71 percent 
in the cotton spinning industry and by 133 percent in the cotton weaving 
industry, while the labor cost per unit of production decreased by 60 per- 
cent and 68 percent, respectively." 2/ 


Another factor, dealing with the utilization of cheaper cotton, has 
contributed greatly to the successful development of the Japanese cotton- 
textile industry and tradee In this connection, an observation that was 
ventured in England some years ago holds good to this day and applies to 
the United States as well. "The important point is, and it is a point of 
immense importance," a student of the problem wrote, "that in the cloths 
in which Japan is competing with the United Kingdom she is putting in a 
cotton which on the average of the last two years has cost her ld. to 
1-1/2d. (2 to 3 cents) per pound less than the cotton which Great Britain 
is putting into her goods." 3/ The reference is obviously to the fact 
that, while Japan, as well as England, is dependent upon imported cotton, 
Japan "has not been so wedded to traditional kinds as Lancashire and is 
using’ types of cotton which are not so dear as the kinds favored by 


2/ Yoshio Kamii, "Industrial Recovery in Japan", International Labor 
Review, January 1937, pe 40. 

3/ Barnard and Hugh Bllinger, "Japanese Competition in the Cotton Trade", 
Journal of the Royal Statistical Society, 1930, XCIII:205. 


nares Se) Pas 


; 
2 


Japanese Cotton Industry 595 


Loncashire." 4/ Japan has been practicing this all alons because "she 
has understood how to satisfy the world's demand for cheap bulk cloths 
oy using a type of raw materinl which, althoush not so good as what we 


cc / 


use, is sufficiently good to satisfy the world's requirements." 5/ 


It is questionable whether the position attained by the Jananese 
cotton-textile industry could have been achieved in so short a time but 
for the large-scale basis of the industry, its strong financial position, 
and the centralized control over the entire industry exercised by the 
Japan Cotton Spinners! Association. 


A total of 71 companies virtually control the entire yarn output. 
In tne past 10 years the numoer of spindles has more than doubled, whereas 
the number of firms has increased out slightly. This is attributed to the 
expansion of large units and their absorption of small companies. There 
has deen a noticeable trend for companies owning less than 100,000 soin- 
dles to decline in number, while those of 300,000 and more have show a 
tendency to increase. The extent of concentration may be illustrated by 
the tact that "there are three mill combines controlling 60 percent oi? the 
industry, and five other firms account for more than another 20 percent; 
thus the control of the industry is mich easier and more effective tnan in 
other countries." 6/ That the large-scale spinning industry is also bent 
on reducing the cost of production through vertical combination or inte- 
eration is evidenced by its rapid expansion into kindred activities such 
as weaving, bleaching, sand dyeing. 


The financial records of the Japanese cotton—-textile industry dur- 
ins the last three decades testify to its great prosperity. In wartime 
the dividends were as hizh as 50 percent and during the years following 
have, with few exceptions, exceeded 10 percent. In 1935, the dividend 
rate of the member companies of the Japan Cotton Spinners!’ Association 
was 16 percent. Notwithstandins this hizh dividend rate, the reserve 
surplus in 1935 smounted to 279,000,000 yen, or 63 percent of the paid-up 
copital, indicatinz the accumlation of sudstantial profits left in the 
business. The financial strength of the industry is especially notadle 


in the case of the 10 leading firms. See table 2. 


The Japanese cotton—textile industry is a chain in which all the 
links from the buying of raw materials to the manufacture and distriou- 
tion of the finished product are actually controlled dy a handful of men. 
This control is exercised by the Japan Cotton Spinners' Association. 
Since the Association represents 97 percent of all spindles, its power 
nas become so adsolute that "other associations of weavers, dealers and 


4/ "Report of the Cotton Mission", by the British Economic Mission to the 
Far East, 1930-31, p. 16. 

5/ Barnard and Huch Ellinger, op. cit. 

6/ Arno §. Pearse, "The Cotton Industry of Japan, Chine and India and its 
Effect on Lancashire", International Affairs, September 1932, p. Gl. 
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exnorters have hed to toe the line." 7/ It has adopted and strictly 
enforced rules and regulations that enadle’it to reeulate proiuction, 
prices, contracts, working conditions, and other phases of the iadustry's 
scvivities. It enforces the curtailment or expansion of output, devend- 
in= uvon market conditions at any given time; it also passes unon the 
quality of munufacturead coods. 


cotton companies, 1934 with comparison 
Item ; 1913 + © 1923 1933 : 19% 
1,000 yen; 1,000 yen: 1,000 yen: 1,000 yer 


Paid-up capital..........: 162,359: 319,087: 237,506: 256,659 
Reserve fund...... seveeee: 139,073: 217,207: 218,772: 229,121 
Net profits.........+0+: -: 128,619: 60,274: 70,923: 82,235 
Amount of dividends......: 76,889 : 59,404: 43,850 | 41,572. 
Percentage dividends are : Percent : Percent : Percent : Percent 
of paid-up capital......: 47 19 18 , 16 


"The Industry and Trade of Japan", oy S. Uyehara, London, 1935, ». 82. 


With respect to purchases of raw cotton, the rules of the Ass 
tion govern every detail of the transactions between the spinnine com- 
panies and raw-cotton dealers. ‘Through an agreement with the Japan 


Federation of Cotton Y21m Merchants! Associations, the Spinners! Associatim 


exercises control over the ssles of the output, a control that zoes to 
the extent of "restricting the number of dealers, in order to simplify 
transactions in manufactured goods." 8/ Finally, under the vrete:t of 
preventing skilled workers from changing employment, the Association 
maintains a most rigid control over their employees; one of its provi- 
sions, that "no worker can be taken in, while he or she is in the service 
of another employer, without the permission of that employer", 9/ tarows 
some lisat not only upvon the manner in which wages can be kept down but 
upon the entire system of employer-employee relations prevailing in Japan. 


Laoor and other costs 


No detailed discussion concernins the position of the Javanese 
workers in the textile industry is attempted; but it is significant that, 
woile their standard of living may not be lower than that of any other 
group of industrial workers in Japan, their wages are admittedly low in 


7/ Ge Be Sanson,: "Report on Economic and Commercial Conditions in Japan", 
June 1936, p. 32. 

8/ Mitsibushi Economic Research Bureau, "Japanese Trade and Industry", 
London, 1935, v. 247. | 

9/ Ibid. 
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comparison with those paid in similar industries in other advanced in- 
dustrial courtries. This would still hold true even if all the J 
industrial welfare-work expenditures, which cover such itoms as free 
dormitories, medical treatment, education, and recreation, are added to 
the money wage. 10/ In such comparisons, however, account should de 
tacen of the fact that in other industrially advanced countries many 
large textile enterprises provide s number of similar services free of 
charze; furthermore, with the exception of accident compensation and 
health insurance, other social services provided in such countries are 
practically absent in Japan, thereby relieving the Jopanese monufacturers 
of similar charges. This led one student of the problem to the conclu- 
sion that, "on tho average, the rates paid by the Japmese miunufacturer 
are very much lower than those levied upon his British counterpart, while 
the system of unemployment insurance in force in Great Britain has no 
parallei in Japan." 1i/ 


Of the 169,000 cotton-mill workers in Japan, 89 percent are sirls 
from the overcrowded agricultural rerions; 12/ in 1935 they worked a 
daily average of 9 hovrs and 35 minutes, or @ minutes more than in 193] 
Men are employed to perform the heavier end more highly skilled tasks, 
and there is a tendency to discharge them as ecuipment becomes so auto- 


matic that their skill is no longer necessary. 


Wages in Japan are not determined b7 labor legislation concerning 
hours of work but by an abundant sunply of labor in the villares, which 
is far greater than the demand, anée the very low standard of living of 
tne farmers. This keeps the money wage st a low rate, not only in times 
of economic depression but during an industrial doom as well. The daily 
waze of a woman operator was none too hich in 1929, when it amounted to 
3014 yen (52 cents): by 1935 it hed declined to 9.73 yon (21 cents). 13/ 
The decrease in real wages was even greater in view of tne 13-percent 


© 


rise in the cost of living. 14/ It seens, therefore, that the textile 
tantial contribution to lowering of costs 


workers have also made 2 sub 
end to high profits by working somewhat longer hours for less real wages. 
This factor, as wall ss the genuine improvements in technical efriciency, 
educed between 1929 and 1935 the daily wase expenditure per 10,900 spir- 
dles by 54 percent (table 3). For weavine, the reduction per 100 looms 
was 55 percent. 


Ss 7) 


~ 


2} fficiency, 


Cheap labor is very often associated with low industrial e 
and under such conditions cost of production is likely to be high. Put in 


10/ Fernand Meurette, "Social Aspects of Industrinl Development in Japan", 
International Labor Office, 1934, p. 40. 

11/ G. E. Hubbard, "Eastern Industrialization and its Zffect on the West", 
London, 1935, p. 11é. 

12/ Monthly Returns of the Jepan Cotton sag ners! Association, July 1937. 
13/ Converted at the current rate of exchea: 

14/ Yoshio Kamii, op. cit., v. 48. 
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the Japanese cotton-textile industry cheap labor, as indicated, and high 
industrial efficiency go hand in hand. As Dr. 7. 2B. Gregory oxpressed 
it in connection with the problem of Japanese competition, "The decisive 
consideration is the co-existence of a relatively hizh (and risinz) 
standard of efficiency with a standard of life low in relation to that 
efiiciency." Figures on wages and efficiency in the Japanese textile 
lidustry give ample support to this view. It was estimated tnaat "labor 
costs per bale in Ingland are adout two and a half times as hish, and in 
the United States about three and a half times as high as in Japan." 15/ 
The combined effect of these various causes was the lowering of cotton- 
spinning costs by 50 percent during the past 5 years, theredy making them 
"less than half of European and American ccsts.!"! 16/ 


Taodle 3%. ages and labour efficiency in the spinning industry 
1929, 19%, 1935 
‘_Male workers 1alé workers -: Total 


: Dai ty ware 


Date ‘Per 10,000: Daily ‘Per 19,000: Daily : expenditure per 
‘ spind.es : wages : spindles ; wages : 10,000 soindles _ 
| Number ; Yen : Number : Yen | Yen 
1929, Bee stcent 56.2 : 1659 206.0 ! 1.14 | 323.90 
19Sk, Deeiisccct Bet See 162.0 : 0.75 : 153.05 
1235, Nov. weet 2205 + 1.35: 160.2 : 0.73: 147.57 
Monthly Report ot the Japan Cotton Spinners! Association, taken from 
"Japanese Trade and Industry", by Mitsibusni Economic Research Burem, 


De OAC . 


Yarn output 


Both in the volume of cotton yarn and in the production of niece- 
g00ds, Japan has outranked the United Kingdom; and, with the exception 
of the United States, Japan is now the most important producer of such 
goods. The ascending trend reached its peak in 1936, with an output of 
3,607,000 dales of 400 pounds of yarn. This was an increases of ?1l+< 


percent over the pre-war S-year average. 


A more detailed analysis of yarn data reveals a shift toward 
greater output of finer yarn. From 1904-1908 tnrough 1936, the output 
or the cOarse-yarn group i _ than doubled; but in 1936 that of medium 
was 36 times as large as the 1904-1908 sverage. During the 5 years 
1904-1908, coarse~yarn pr one in Japan accounted for 92 percent, 
medium for 6, and fine for 2 percent of the total yarn output; in 1936, 


15/ International Institute of Agriculture, "World Cotton Production 


and. Trade", Rome, 1936, p. 339. 
16/ Mitsibushi Economic Research Bureau, "Japanese Trade and Industry", 


London, 1935, ve 247. 


Japanese Cotton Industry 599 


coarse had declined to 43.9 percent, medium had risen to 48.5 percent, 
and fine to 7.5 percent of the total. From the point of view of 
American cotton exports, this trend is of particular sigmificance. 

Since Indian cotton cannot be utilized, except to a limited extent in 
mixtures, in the spinning of medium counts, the Japanese cotton-textile 
industry is compelled "to buy increasing quantities of American cotton 
or some other growth having a staple length somewhat longer than most of 
the cotton produced in India." 17/ This explains why "the trend in the 
consumption of Indian cotton corresponds closely with production of 
coarse-count yarns and the consumption of American cotton is similarly 


Table 4. Japanese cotton yarn production, by counts, averase 
1904-1908 to 1924-1928, and annual 1929-1936 


Period ; Coarse, 20s . Medium, Fine, Note 
z and under; 2 g-425 over 42s 1 vitro 
1,000 ; 1,000 1., 000 1,000 
: bales : bales ; bales ' Dales 
1904~1908....: 766 49} aan B36 
1909—1913....3 1,009 98 ; 40 1,147 
1914-1918....: 1,367 250 49 1,666 
1919-1923....: 1,407 502 46 1,957 
1924-1928....: 1,545 794 79 2,418 
AEs +080 aes ; 1, 706 985 102 2,793 
rr “3 1,589 ; BH 101 2,524 
re , 1,613 B14 140 2,567 
a : 1, 694 958 158 ; 2,810 
OS 1,717 : 1,201 182 3,100 
ne 1, 646 1, 623 ; 204 3,47 
Sar as 2,025 ' 1,413 123 7,561 
I cians at 1, 584 1,752 271 3,60 


Compiled from Reports of the Japan Cotton Spinners!’ Association; bales 
of 400 pounds. 


Export trade in cotton goods 


t is almost axiomatic that an industrislized country, with 
scanty raw materials and abundant labor reserves, mst seek foreim 
markets for its manufactured foods. The course of Japan's economic ce- 
velopment as a whole, and particularly that of the textile industry, 
epitomizes this rule. For this reason, the expansion of the Japamese 


17/ Fred Taylor and Rodney Whitaker, "Consumption of American and Other 
Growths of Cotton in Japan", a preliminary report issued by the U. S. 
Department of Agriculture, 1935, pnp. 23. 

18/ Idid., p. 19. 
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cotton-textile industry has been predicuted only in part. upon nome con- 
suiption, which is responsible now. for slightly less than. 50 percent 

of the total output; it is the adility to sell cotton goods abroad that 
is of paramount importence. In this task the Japanese textile industry 
has shown great adaptability to changing market conditions. Thus, when 
China and Chosen were almost the sole mariets for Japan's cotton out- 
put in the form of yarn, the industry was seared to that end. When the 
demend for yarn practically disappeared, the solution was found in de- 
veloping markets for cotton cloth. Now, with competition growing in the 
Cloth markets, the situation is being met througn an increased emphasis 
upon the output of finished goods. 


Taole 5. Exports of cotton piece goods from Japan, by principal markets, 
1929 - 1936 
(In million square yards) 


Countries : 192 1930 : 1931 : 1932 : 1933 : 19% : 1935 : 1936 
British India......: 573: 391: S381: 605: 411: 411: 556: 480 
OES eer rer : 375: GBB: 218: 187: 113: 59: 56: 37 
Hong Kong.......---: 85: 106: 63: 23: 29: 86: 49: 85 
Kwantung.....0..:- ' 686: 45: 38: 89: B86: 84: 68: 127 
Manchuria........6. - 156: 114: 21: 168: 92: 170: 161: 224 
Netherlands Indies.: 193: 183: 212: 352: 423: 441: 371: 352 
8 re > $0: 45: 41: 82: 96: 91: 47: 49 
Se re ; 16: 16: 6: 28: @: @: Wi 
Philippine Islands.: 27: 35: 383: 21: 35: 76: €8: 44 
Argentina..........: 18° 7: Wise: @: @&: Mei. & 
United Sietee o/..5:- 0+ * = t mw jf oe f i: 7: 36! 5 
Apotralia......s0ss' 24: (i Bi 6: Si: WW: 87: ®W 
Baypt........-seee0) 107: 109; 104: 195: 210: 234: 164: 106 
MMR cs civeterccteccat of @ b -3Bt .@ i Bit 2: ©: 
APTAGA...s-.ssceeses BB: WO: 128: 264: 11S: Ba: RA: se 
Other countries....: 84: 114: 108: 154: 312: 449; 497: 487 

tii iio) Ole ae :1,791 '1,572 1,414 !2,032 $2,090 !2,577 $2,725 2,709 


Compiled from "Cotton Trade Statistics", Economic and Statistical Depart- 
ment of the Joint Committee of Cotton Trade Organizations, Manchester, 
England, tables 184 and 208. 

a/ From Foreign Commerce and Navigstion of the United States, Burem: of 
Foreiem and Domestic Commerce. 


The increase from 412 million linear yards of cotton piece soods 
exported in. 1913 to 2,709 million square yards exported in 1936 is in- 
dicative of Japan's trade expansion in this field. TEven more significant 
is the fact that between 1929 and 1936 Japanese exports increased 51 per 
cent (tadle 5), while during the same period the total world export trade 
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in cotton picce goods declined from 8,232 millicn square yards to 6,287 
million square yerds, or 24 percente The inevitable result cf this cx- 
pension was ea radicel change in the pesition of the various manufacturing 
countries in the cottonegcods markuts of the wrld. Japan first beceme 
entrenched in the Asiatic markets, vhich had lone been viewed by the 
United Kingdom as its own preserva;: more recently Jananese expansion has 
taken place in Africa where British products formerly dominated. Japants 
subsequent penetration into the Latin American markets led to 2 drastic 
decline of exports from the United States and a less marked fall in those 
from the United Kingdoms Finally, Japan not only repleced the United 
States as a princival sunplier of cotton cloth to the Philippine Islands, 
but increased its shipment to the United States at a very rapid pace. A 
consideration of each of these steps will reveal Japan's present position 
in tne international cotton~goods market and also throw some light upon 
the outlook for the future of Jepanese trade. 


¢, 
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Competition with Loncashire 


The beginning of the rise of Japan as an outstanding factor in the 
international cotton-goods trade ws a World Wir phenomenone Prior to 
the war, Japan's exports of cotton zoeds had been small and almost re- 
stricted to China and Chosen. But in 1918, exports were almost three 
tines as large as those of 1912, anéd new markets accounted for 43 percent 
of the totale 19/ The chief enins wore made in India and the Netherlands 
Incies, where forner’y British cotton fabrics faced no competitors. Since 
the wer, Japan not only has been 2eble to hold its om or expand in these 
newly acquived markets but has gained a foothold in other countrics. In 
1913 the United Kingdom cxported 2 total of 7,075 million square yards of 
cotton clotn as aginst Janan's 412 llion lincar yards. By 192%, 
the respective volumes hed changed to 3,672 million and 1,791 million 
square ynrdse By 1933, Japan hed become the largest exporter, when it 
exceeded. the United Kingdom by some 59 million square yards; and in 1936, 
Wwaen Jepan's exports were 2,799 inillion square yards, the difference 
in its favor had increased to 791 million sauare vardse 


An analysis of the export figures of the United Mingdon shows that 
tac largest factor in their decline has been the huge curtailment of 
purcnases by India; namely, from 3,057 million square yards in 1913 to 
416 million square yards in 1936. Only a small part of this loss was due 
to Japenese competition, since the total volume of India's invorts of 
plece goocs in 1936 amounted to but 836 million sduare yardse Yet it 
renains true that, whereas in 1913 British piece soocs accounted for 97 
percent of the total volume imported by India, in 1936 its share had 


. , 


Geclined to 43 percent. This decrease was accompanied by the almost 


wenn 
19/ "The Jaoanese Cotton Industry and Trade", Unitcd Stotes Tariff 
Commission, 1921, pp. 35-45. 
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complete disappesrance of the trade in Chinn and a considerrble contrac- 
tion of Latin American andi African markets for English cotton fabricse 
For Javan, on the other hand, British India md the Netherlands Indies 
rave become the principal marketse In the cuse of ths former, the iin 
norts of Japanese cotton piece goods increased from three-tenthe of 1 per 
cent in 1913 to 55 perenne in 1936. In pil however, Japan's exoorts 

of cotton goods to certain Asiatic countries showed a marked decline from 
the high levels of the preceding 2 yearse This as particularly true of 
Chino, vhere the market for Japanese cotton goods has lost its former 
importence, and, t» a smaller oxtent, of British India and other British 
possessionse The recent recession in Asia has been offset by the rapid 
and consistent gains in the Near Hast, Africa, Australia, South America, 
and the United States 


Competition with the United States 
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In the course of Japan's expansion into Latin America and the 
Philippines, United States exports of cotton goods have been meeting in- 
creesinely navene competitione For this reason and because of the re- 
lationship between Japan's export trade in cotton cloth and the United 
States exports of raw cotton to Japan, to be discussed later, the com- 
petition between the two countries in those markets is of special interest. 
Whereas in 1929 the United States supplied 67 percent of total imports 
of cotton piece goods into the Philippines end ding 17 percent, in 
1335 the Japanese share had increased to 64 percent and the American 
nad f:llen to 31 percent. A similar trend 8 | dame aoa com= 
petition in Latin-American countriese Table 6 indicates the changes that 
were effected Dy Japan in the cotton-cloth markets of the two regions 
curing 1929-1926. The contraction in imports of Javanese goods in the 


latter year was ccused by restrictions that, in the case of the Philippines, 


assumed the form of an esreeacnt limiting annual imports from Japan to 
45,000,000 sQuare yards for 2 years, beginning August 1, 1935. 


Table ane atin-American and Philippine cotton-cloth markets 
siaiangheieseaameaentaee i RU suisiiinvintpliedctinientinan 
ee Ss Destination +e a 
: latin Americe a/ : Philippine Islands 
sMillion squere yards: Million sduare yards 


Yeor and country of origin 


er ne nee a ee ee ee ae eee 


929: United Statesccecccccce’ 17563 : 935 
SEVEN cccvvccccccccscseves oe : 06 

L9OS13 United Stateseccccccvece’ 123.20 : 5661 
JAP AMNecevccecsevevccccess 1362 ° 3902 

1935: United States ceccccccced Bled : 4262 
JAPAN ecocccccccccccccoes 177 4 : 2567 

19363 United States ceccececet 100.5 $ 39 06 

JEDEN cocccceccccscccses 124.3 a 565 r 


Official records of the Bureau of Foreign and Domestic Commerce; United 
tates Tariff Commission, "Recent Developments in the Foreign Trade of 
Japan", 1935, pe 66-6 af Argentina, Chile, Colombia, Cuba, and Haiti. 
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The economic depression in Latin-American countries and the 
Pailinvines created a ready response to cheaper Javanese zoods, even 
taouge of an inferior quality. It is questionable whether tne volune 
of the relatively dearer and better quality goods exoorted from the 
United Statcs or the United Kingdom would have remained at the same levels 
“oven if Jevanese goods had not appeared in these markets. It is not un- 
likely, therefore, that to a certain extent "Javan was probably cx ploiting 
levels of demand which would have remained unresponsive if cheaper cotton 
goods had not become available to consumers with much-reduced incomes." 20/ 


A market in tne United States for Jr»anese cotton zoods was prac 
ticelly nonexistcnt vrior to 1933, in vhich year Javan's shipments to the 
United States were slightly over 2 million square yardse The bulk of in- 
ports into the United States, amounting to 40 million square vards, came 
rrem the United Kingdom ond Switzerland. Such imports were mainly con- 
fined to cotton specialties not produced in larze Quantities in the 
United States. In 1934, Japanese exports to the United States rose to 
7e2 million square yards of piece zoods, which were competitive in certain 
uses with domestic print cloths. Ex vorts increased fivefold in the fol- 
lowing year, and in 1936, when the figure increased to 75 million square 
yarcas, Japan became the main source of American cottcn-go0ds imvorts 
neesuread on a yardasc dDasise But the exoansion did not stop theree Dur- 
ing the first 3 weeks “f 1937, about 150 million square yards, or twice 
tie entire volume ».f 1936, were booked for delivery. 


The volume of Japan: se cotton piece snods exported to the United 
Stetes in 1936 was less taan 1 percent of United States production, but 
the rate of the increese was very rapide Furthermore, imports of Japanese 
goocs were limited to a narrow field, chiefly that of dleacned print 
Clotnse In this field they accounted in 1935 for 1266 percent of total 
domestic production. But for the quota arrangement made carly in the year 
between American textilc manufacturers and Japanese exvorters, described 
in a later section, the 1937 volume would have attained new records, thereby 
placing the United States among Japan's lending outlets for cotton sondse 


It may be noted in connection with this expansion that tae appeal 
to the lower-income groups, which stimulated Japan's rise as 2 cotton-soods 
exporting nation, also operated successfully in the American market. This 
is illustrated by the fact that, while in 1935 the unit voluc of Japanese 
Cloth averaged 31.2 cents per pound, that of the United Kinsdom and 
Switzerland was $1.13 ond $2, respectively. 


The effect of Gevrrecination of the ven 


The main causes underlyines the expansion of the Jnoanese cotton- 
yang t 
textile manufacturing trade, such as industrial cfficiency and reduced 


labor cost, have alvendy been mentionede These factors alone, however, 


20/ "The World Textile Industry", 1:133. 
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do not fully explain the strong Japanese position in the international 
cotton-goods markets since the cdepressione The problem of the dcevalua- 
tion of the yen must be considered in this connection. 


The depreciation of the yen in December 1931 and its low foreign- 
exchange value assured for Japan another and a very important acvantage 
on the world markete It is possible to overestimate the importance of 
‘the yen devaluation, but the fact remains that it had much to do with the 
91 percent increase in Japanese cotton-goods exports during the period 
1931-1936. <A comparison with the currencies of the United Kingdom and 
the United States, two major tcxtile-producing countries, shows that tne 
actual depreciation of the yen at the end of 1936 was over 40 percent 
sreater than that of the dollar or the pound sterling. The consequent 
lowering of Japanese prices in terms of foreign currencies enaodled tne 
Japanese exporters to sell cotton soods at lower prices than formerly and 
yet obtain equal or larger amounts of ven. 


The depreciation of the ven, on the other nand, has its crawbdacks, 
since yen prices of imported raw materials have increased and Japan must 
import all its rawcotton requirementse But, on the whole, the cost-raising 
consequences of a devaluated yen have been slow in making themselves felt. 
Because of the continuous fall in world prices of raw matcrials during the 
years of depression, the yen cevaluation raised the ee of raw cotton rela- 
tively littlee Even when allowence is mace for the higher cost of im- 
ported cotton, Japan's depreciated exchange still carries advantages as 
long as the extent of the rise in wazes and internal prices is smaller than 
that of the fall of the yen. In reality, Janan being practically self- 
sufficient as far as food supplies are concerned, internal prices lave not 
risen in anythins like the dezree to which the yen has depreciated, and 
real wages have actually declined. Under such circumstances, the yen de- 
preciation strengthened the already favorable competitive position of 
Japanese cotton goods in the world markets 


The Effect of Trade Barricrs on Japanese Exports 


Wicespvead aovlication of restrictions 


The remarkable success achieved by Japan in selling cotton soocs to 
the world cannot obdscure the fact that all is not well with the trade. 
The Japanese exporters, who nad become accustomed to rapid expznsion, viewed 
with misgiving the relotively small increase of 566 percent in the volume 
of exports in 1935; they were still more disturbed by the decline of one- 
aolf of 1 percent in 1936, small though it wese The recession was caused by 
the fact that many countries not only were unwilling to increase further 
their imports of Japanese cotton cloth, but were anxious to reduce their 
takings from the hizh levels of the years immediately precedinz.e In 1936, 
ov tne 127 countries that imoorted cotton goods from Japan, 78 had re- 
strictive measures directed primarily against Japanese imports, consisting 
of quotas, imvort-licensing systems, mutual—purchase agreements, discrim—- 
inating tariffs, exchange controls, and other barriers. The trade affected 
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by the restrictions represented 64 percent of total Japanese piece- 
cooés exports in 1936, and it included the exports to most of the leading 
outlets for Japanese cotton goodse 


Tne United Kingdom, which has borne the brunt of Japanese competi- 
tion more keenly than any other country, has been very active in promot- 
‘ ing restrictions in its Crown Colonies and dependencies. Such free-trade 
ideas as were still prevailing in Lancashire, namely, that the world 
would grow prosperous by a free exchange of goods between countries and 
that it was beneficial to the people cverywhere to have goods as cheaply 
as they could get them, did not stand the test of rapidly diminishing 
British exports of cotton goods in the face of a corresponding rise of 
Japanese export tradee The strong reaction against Japanese cotton goods 
i may be witnessed by the following resolution adopted in the House of 
Commons: "Immediatcly to minimize the competitions of Japanese imports 
. in the home and Empire markets, anc, if necessary for this purvose, to 

free Britain from cngagements hampering effective action." 21/ Other 
countries, though less affected than England, acted in a similar manner. 
The following stetement indicates the restriction with which the J@panese 
exports of cotton goods must contends 


"Ovustacles to the expansion of exports of cotton goods 
from Japan were first imposed in 1932 when quotas were adopted 
in a number of countries, including France and some of her colo- 
nies, Turkey, Persia, Greece, Denmark (import license system) 
end Holland. In the same year the Ottawa Agreements gave the 
United Kingdom a greatcr margin of preference in British coun- 
tricse In November 1933 the institution of the systom of prior 
exchange permits in Argentine in effect gave the United Kingdom 
and some other countries a preferential advantage over Japane 
* * * ‘The earliest examples of regulation directed solely 
against Japan were the quotas in India and the Dutch East Indies 
imposed at the beginninz of 1934. Five months later quotas 
were introduced in the British Crown Colonicse Since then many 
other countries have imposed barriers, some, as particularly in 

sypt (now against Chine as well), the Philippine Islands, Iraq, 
Peru, Colombia, Ecuador and Benezuela, directed against Japan 
only, anc some of a more general character, as in Haiti and 
Cuba, which have adonted a multiple tariff depending upon con- 
sicerations of balance of tradee In addition, the United States 
has recently raised tariff rates on some cotton goods items in 
which Japan has a virtuel monoroly." 22/ 


The restrictions against Japanese cotton goods in British Incia, 
thcir most important market, is of particular interest. The Indo-Japanese 


21/ Japan Weekly Chronicle - Commerci2l Supplement, December 7, 1933. 


22/ Manchester Chamber of Commerce: Monthly Record, Vol. XLVII, Noe ¥, 
September 1936, pe 3696 
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azreement, consummated early in 1934, is essentiaily a quota arrangement 
in the form of a reciprocal exchange of commodities. According to its 
provisions, Japan agreed to purchase 1 million bales (of 400 pounds) of 
Indian cottor., in return for which it is allowed to sell 325 million 
square yards of piece goods in Indian. In order to obtain the maximum 
quota of 400 million square yards, Jsoan agreed to import 1.5 million 
bales of cotton. It was further ngrecd tant, if the exports of raw cotton 
from India to Japan in any calendar year should excced 1.5 million bales, 
the excess would be added to the quantity of raw cotton exported from 
India to Japan in the following year for the purpose of determining the 
allotment of cotton piece goods. : 5 


The Indo-Japanese agreement was extended for another 3 years begin 
ning March ol, 1957. The former basic allotment was reduced to 2&3 mil- 
lion square yards, while the total allotment of cotton piece goods was not 
to exceed 358.million square yards. The separate agreement made with 
Burma provides for imports into Burma of 42 million square yards anmally 
against purchase of 65 percent of the Burmese raw cotton available for ex- 
port, not exceeding 70,000 bales. 


A comparison between the old and the new agreements reveals that 
Japan must take 1,570,000 bales, instead of the 1,500,000 bales formerly 
required, in order to export to India 400 million square yards of piece 
goods. This is not necessarily a restriction on actual exports, since in 
the past 3 years Japanese imports of Indian cotton far exceeded the volun 
stipulated in the agreement. Amore serious threat is the fact that 
Japanese exporters have been having jiifficulty in making full use of the 
Old quota, particularly as it affect- the share of gray cloth. In this 
field the Indian spinning industry has made rapid progress and on 0cca- 
Sions has succeeded in underselling the imported Japanese cloth. 


To the long list of countries that restrict imports of Japanese 
cotton so00ds, Australia should be added. Cn December 27, 1936, it be- 
came the fifth major market where Jaznonese textiles could enter only 
under quotas. In the United States, the 42-percent increase in duties 
On imports of bleached and printed, dyed,or colored cloths, effective 
June 20, 1936, was later supplemented by a quota arrangement entered in- 
to by the American textile industry and Japanese textile exporters. Ac- 
cording to the terms of the asreement, Japanese exports to the United 
States during 1937 and 1938 wore restricted to a total of 255 million 
square ynrds. Compared with the total of 75 million square yards shipped 
to the United States in 1936, the annual avernge of the subsequent 2 
years still represents an increase of nearly 70 percent. 


Quotrs most effective 


A review of the effects of the various: restrictive measures indi- 
cates that the application of quotas has been more effective than that 
of tariffs, unless, as in Latin America, the tariffs are set at pronibdi- 
tive heights. The quotas have been particularly effective in the British 
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Crown Colonics, Per, the 

have also prevented the exparsion of Japanese cotton exports to British 
India ant the Netherlands Indies. These cole barricrs make the future 
of Japan's export trade very uncertain. There is little likelihood that 
they will be reduced, in view of the prevalence in internationel commer- 
Cial relations of the spirit of "ceonomic oxclusiveness" or "economic 
nationalism." On the contrary, tne cristing barriors arainst Japanese 
goods may be increased and new oncs added. In addition to the problen of 
trade restrictions, the demand for cotton coods throuchout the world, and 
particularly in the nondi seriminating countries, and the expansion of com- 
peting cotton-textile industrics in Asia weds. have a definite bearing upor 
the future of Japan's trade in cotton guvods, and therefore upon Japnnese 
imports of raw cotton from the United Sta ie. 


Philippine science and the United States; they 
pA 


Japan as a Maret for American Cotto 


Exports of Arerican cotton 
The expansion of the Japanese cotton-textile industry to the point 
becoming the world's securnd largest consumer of cotton is reflected in 
the rise of Amsrican exports of raw cotten to Japan. Four the years 1932- 
1956, the vaya have amounted to en averaze of 26 porcent of the total 
volune of United States cotton exports, thus raising Japan to the position 
of the chiof foreign outlet for Anerican cottun. The importance of cotton 
in our trade witan vavan may be gaged from the fact that in recent years it 
has accounted for more than half of our total exports to that country 


This development may be attributed to the geographic snift of the 


textile industry from Western Europe to the Orient. As Enzland was losing 
its cotton-roods markets, both through Japanese‘competition and through 
the development of the textile industry in India and China, the Britis! 
demanc. for American cotton was declining and that of Janan was rising. It 
should be emphusized, however, that the decline of epiggo ttor exports 


to the United Kingdom from 3,587,000 bales in 1914 to 1,189,000 beles in 
1936 was only partly counterbalanced by the increased volume of exports to 
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st suited for its needs; other growths play 2 relatively 
small part. ‘The Japanese industry, on the other hand, has always used more 
Indian cotton, with the exception of tne period 1932-1955, when imports of 
American wore larger thar. those of Indian. 


merican cotton exports to Japan prior to the World Var were rela- 
tively small, in 1910-1914 averaging 283,000 bales or 3 percont of the 
total United States cotton exports. Sec table 7. As a result of the 
éreat Progress made by the Japanese textile industry during and after the 
World War, the flow of American cotton into Japan increased at 1 very repid 
pace, reaching an average of 1,174,000 bales, or 14 percent of the total 
exports during the pericd 1925-1929. The latest phase of Japan's indus- 


trial expansion brought about o still grenter rise in Amoricnn cotton 
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exports. Stimulated by the por. erop of Indian, the very low price of 


Anericen, speculative buying (purtly against the expected devaluntion of 
the yer), and the tendency of ig Reese cotton spinning industry towar: 


the production of yarns of higher count, United States cotton exports to 
Japan in 1931-32 reached a record volume of 2,300,000 bales, or more than 
26 percent of the total ship;ed abroad. They represented, also, 72 ‘per- 
cent of all the cotton imported by Japan in that year. Exports ( 
followinz 2 years were smaller than in 1932, but only in the pasi 
has it become apparent that the United States is sharing less and less 
in Japan's inercased consumption of raw cotton. 
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Table 7. United States exports of raw cotton, average 1905-1909 


to 1925-1929, anmal 1929-30 to 1936-37 
' Ma Te 
Year ended - : 20 vopan 
Tar lar ‘ Total ° +5 , Percent Le 
| oe ‘ re) ‘ . « ‘ 
+.) ; ' Quant bi ty : of ing yi 
: 1,900 bales a/: 1,000 bales a/ : Porcent 
Average: ; 
190561908 .s.c oe ee ceca! 8,036 218 207 
WPI06 19 The cis ciicce? 8,522 283 3.3 
191: 1919 @eeet ©, @# @ o: 6,071 559 . 9. 


19 20-1934, ‘evkweseut 5,791 
1925 -19 23 eeeeekskeseee#s#e 
Anmal: 


io?) 
mM 
<@) 
© 
to 
oO 
0 
WO 


ee 9 21 15.2 
Te rrr 6,760 1,224 18.1 
19 S132 eee ee eee | 8,705 2,286 26.3 
OSG ix cic civccandl 8,419 : 1,743 20.7 
Bhs ssindinnde vies 7, 54 1,846 24.5 
en Pere: 4,799 7 1,524 ! 31.8 
ee ar 5,973 1,479 24.2 
a oe 5,440 1,550 28.5 


Monthly Summary of Foreign Commerce of the United States and official 
records of the Bureau of Foreign and Domestic Commerce. 
a/ Ranning. bales of 478 pounds. 


Competition with Indian and other growths 


Data on Japanese cotton imports (table 8) show that in recent years 
about SOQ percent of the total was made up of American and Indian cotton. 
It may be of interest to note that imports of Chinese cots ton into Japan 
were formerly larger than either Indian or American. But a large part of 
the imports of Chinese cotton has always been used for purposes other 
than spinning Total imports of Chinese have declined from an anmal av- 
erage of 220,000 bales during the period 1904-1908 to 128,000 bales in 
1932-1936. The real extent of the decline becomes apparent from the fact 
that, while during the forner 5-year period this growth accounted for 
23 percent of total Japanese imports, during the latter period the figure 
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was reduced to only 3.5 percent. This reductior is attriputed ciicvily to 
the development of the cotton-spinning industry in Chinn. Should tic vol- 


wne o: the Chinese cotton crop increase to such an extent that an export- 
able sumlus is available for Japanese spinning mills, it would be used 

to repicce Indinn; with improvement in tho pare of the cxported Chinese 

staple, it would replace some Amoricnar. 


‘ Tavle 6. Jupanese imports of.cotton, by growths, average 1904-1903 
ra ; vot 
? to 1924-1928 and ann ual 1929 to 193¢ 

ne a eT SR, ne a ee 
. Pawt naa a en - ‘ Other ; Mote) 
Period a/ : Indian : American Chinese ? Uther Life) Fe 
ia id 1 a. Pome - 1g —  ateay yy eS ern os -—t~ a a oes ie <— < ~~, Se oo uate ee ~ \ “her fee ae 
‘1,000 bales:1,000 bales :1,000 bales 13,000 bales :1,000 bales 
Averare: . 


1904-1908 ; 451 | 198 220 : 78 94 
1909-1913 : 796 290 ! 197: 89 = 
W1i-1918 : 1,141 : 498: 138 68 -: 1,915 
1,178 : 7 5 Me 

384 


~ 
co 

-— 
GI] 
“4 
OO 


1919-1923 
1924-1923 : :. 


GoVaceve | 1,421 ; 1,<4l1 : 214: O04 ; 2,900 
‘ ‘ ; 


a 1,308 | 1,075 ; 194: 67 : 28,644 
yr aa. 4 1,472 : 197 : 8. : $,082 
SeOstaae | 759 =: 2,510 | 47 ! 97 : $,522 
PoSeewne | 1,101 : 2,057 : 15¢ 136 ‘+ 3,450 
| 1,603: 1,795 : ol 257 : 3,746 
W9SEsee.s | 1,442 : 1,594 ; hy aa 239 + $,392 
LWSCeeeee + 2,852 1, 641 — ae ae 579 os 4 210 
: : Perecntacze of FOE, v! al ; Aa 
~ Percent ' Percent as asd ‘Percent |  Pereent : Percent 
Averave! : : 
1904-1903 : Py ae 20.9 : 23.2 6.2 26: ~— 100.0 
90S=1913 : 53.0 : ~) oe 14.4 5 +: 1006! 
1914-19168 : 5o.6 | ee a 2.8 4.6 ‘: 100.0 
Igis-192% ; 24 3: 8&0 | 7.4 : 4.2) ~ 100. 
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Conpiled from Reports of the Japan Cotton Spinners! Association 
a/ Calendar years; bales of 500 pounds. 
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Prior to 1942, with the exception of 1927, Indian cotton accounted 
for approximetely 50 percent of total Japanese cotton imports as against 
40 percent for American. In the years 1932-1935, American outstripved 
taille in Japanese imports, but since 1935 India has again taken the 
place of leading supplier of raw cotton for the Japanese textile industry. 
Between the 1954-35 and 1936-37 seasons, Japan's total imports of cotton 
increased by 1,140,000 bales. Durins the same period, those of American de- 
clined from 1, 684, ¢ 100 to 1,630,000 bales, while those of Indian increased 
from 1,500,000 to 2,162,000 bales. It is clear, therefore, that, while 
imports of American were larger than during any year prior to 193<, they 
have been losing ground in the Japanese market in comparison with Indian 
cotton. Thus in 1935-37 the share of American in total imports of cotton 
into Japan was reduced to 35 percent while that of Indian had risen to 46 
percent. 


———— 


Tne rise in Japanese imports of miscellaneous growths, such as 
Brazilian, Peruvinn, and African, has sie Oo weakened the position of 
American cotton in Japan. Brior to 1933, these growths accounted for less 
than 3 percent; in the lest cotton season they were responsible for nearly 
14 percent of total Jepanese imports. Part of this increase must be 
attributed to special trade considerations affecting the entire Japanese 
export trade with those cotton-growing countries. 
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Problem of quality 
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Despite the rise in imports of miscellaneovs growtns, it is ap- 
parent that for the time boeing the pri nated compe tition that American 
cotton meets in Jepan is still that of Indian. <A comparison of their 
qualities throws light upon the difference in the prices of the two 
growths and its ultimate effect ‘apon the percentave of cach in the total 
volume of Japanese imports. 


A study of tae 1934-35 Anérican crop- indicates that 8 percent of 
the total crop was shorter than ? | Bai neh in staple length and that 92 
percent was of ?/S~tneh and longer. Tne respective figures for the 
Indian crop during the some sensor were 75 and 25 percent. ‘The Indian 
long-staple type available for mill consumption is reduced by admixture 
with siorter cotton to considerably less than 25 percent of the total 
Indian crope Moreover, a substantial portion of the longer staples of 
Indian cotton are utilized in Indian mills. 


Althouch the American cotton exported to Janan is believed to av- 
erage somewhat siorter in staple than that exported to other countries, 
it is from this cotton that the Japanese mills spin most of the medium 
yarns and, in years when Arcrican is cheap relative to Indian, coarse 
yarns as welle <A considerable volume of irrigated cotton of l-inch or 
lonzer staple is also exported to Japan from the West Coast and is ap- 4 
parently used in the finer counts of yarn. ke important cozclusion that 

may be dravm is that until very recently, "with the excention of a rela- 
tively small quantity of the cotton imported from Egypt and other African 
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countries, and perhaps some Chosenese and Brazilirn cotton, practically 
all of the cotton imported into Japrn, from countrics other than the 
United States, is comprised of rather short-staple varicties, a consider- 
able part of which is rather low in zrade." 23 / 


Problem of price 


The difference in quality explains why the trend in the consump- 
tion of*American cotton in Japan is closely related to the trend in the 
production of medium-count yarnse Yet the quality aspect alone does not 
explain fluctuations in the volume of imports of the two growths, espe- 
Cially over a relatively short period of time. 


As already suggested, the price relationship of American and Indian, 
as a short-time factor, is even more important in affecting their respec- 
tive positions in the Japanese market. The difference in quality pre- 
supposes, of course, a difference in price; the significant factor is the 
extert of the difference. It is considered that the "normal" price spread 
between Indiar Akola and Strict Middling 7/8-inch American is around 20 
percent and that any material variation in that spread affects the sale of 
the two growths. In general, the volume of American cotton in Japan in- 
creases when the price in relation to Indian is low and decreases when it 
is relatively high. This was fully demonstrated during the 1931-32 
cotton season, when the price spread betrreen the two growths was reduced 
to about one-half cent per pound, and in 1923-24, when American prices were 
unusually hish relative to Indian. Thus, according to a study prepared in 
the Bureau of Azrisulturnl Economics, "as the price difference between 
American and Indian cotton approaches zero, the consumption of American 
cotton increases. If the price remained at this relationship for any con- 
siderable time, American cotton would replace a large part, if not all, of 
the Indian cotton consumed by Japanese miJls. On the other hand, as the 
price difference between American and Indian cotton widens, Indian tends 
to replace American in the coarser counts and, to some extent, in the 
lower limits of the medium counts; but, since it is not ordinarily suit- 
able for spinning the finer yarns and many of the medium yarns, it an 
not replace American cotton in these counts." 24/ 


The greater suitability of American cotton is an important factor 
favoring its import into Japan, provided cotton of a similar quality from 
other sources cannot be substituted for it. The Japanese industry, there- 
fore, could not substitute Indian cotton for American, nor for that mat- 
ter Chinese for Indian, without curtailing its output of higher-quality 
textiles, with consequent dislocation of established manufacturing prac- 
tices and markets. 


23/ Fred Taylor and Rodney Whitaker, ope cit., pe 10. 
24/ Ibid., De 30, 
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Mixing practices 
Aside from the question of price, two other factors should be con~ 
sidered in connection with the position of American cotton in the Japanese 
markets. One of these is the practice of mixing and blending developed by 
Japanese spinners. The second is the question of the availability of 
large supplies of high-grade cotton from sources other than the United 


Statos. 


The successful utilization of lower qualities of cotton is closely 
related to the skilful methods of the Japanege in mixing and blending 
growths of cotton of a wider range of staple length than those used in 
other cotton—textile manufacturing countries. This is due, in part, to 
the more modern equipment in Japanese mills. But whatever the cause, the 
mixing of a variety of srowths that differ in staple length is not uncom- 
mon in most Japanese mills. This enables them to take advantage of the 
Changes in the relative prices of competing growths more readily than if 
less flexible methods were followed, thereby facilitating the Japanese 
cotton-textile industry in replacing American cotton in certain counts 
when its price becomes too high in relation to other growths. It must be 
faphasized, however, that, with all Japan's skill in blending cottons, the 
industry cannot produce a fine or extra~strength yarn from short-staple 
and poor=-character cotton. Observations made in Japan by Mr. Fred Taylor 
during 1931 to 19535 indicated that mixing practices were roughly as fol- 
lows; 10 percent American in counts 10s to 19s, 25 percent in 20s, 75 per- 
cent in 2ls to 30s, and 100 percent in 31s to 42s. The increase in the 
Japanese consumption of miscellaneous cotton, and especially Brazilian, 
which does not differ greatly from American in staple length, must have 
affected the proportion of American cotton in the given yarn counts. 


New Sources of Cotton Supplies 


In the last few years, Japan has been unstinting in its efforts to 
develop new sources of cotton supply, partly no doubt in order to decrease 
its dependence upon the United States and India and partly as a means of 
furthering its export trade with new cotton—-producing countries like 
Brazil. It seems natural that Japan should try to increase production of 
raw cotton in areas under its direct and indirect control or where Japanese 
influence is growing, as in Chosen, Manchuria, and North China. 


Ghosen 


. The 20-year cotton program inaugurated in Chosen in 1933 was the 
third and most ambitious attempt to expand cotton production there. The 
beyear program of 1912 and the 10-year program of 1919 extended the cote 
ton area to 432,000 acres in 1933, producing a total of 140,000 bales. 
The need of "rationalizing" Chosen's agriculture to prevent. the over- 
production of rice and the great rise in cotton consumption in Japan, 
coupled with a desire to get cotton from a source near at hand, brought 


? 
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about a plan that celled for an additional 2,450,000 acres under cotton 
in Chosen by 1953. The output was to provide an expurtable surplus of 
400,000 to 600,000 bales of 478 pounds for the Japanese spinning mills. 


The successful realization of the whole program may be questioned, 
although in 1937 the area under cotton was 112,000 acres, and the crop 
76,000 bales, larger than in 1933. The staple length of a considerable 
share of the total is of 7/8 to 1 inch and fit for the spinning of medium 
countse Yet obstacles in carrying out the plan are formidable. The en- 
tire agricultural economy of Chosen is attuned to the production of rice, 
and cotton cultivation is more hazardous than rice growing because of the 
uncertain climatic conditionse Practically all the arable land of Chosen 
is already under cultivation, and any shift to cotton leads to a core. © 
responding decrease in other crops, chiefly ricee Since in planting 
crops the farmer seeks the greatest economic advantage, any considerable 
extention of cotton production in Chosen will be influenced to a very 
large degree by the price of rice in relation to that of cotton. 


Manchuria 


Considerable effort has been made to expand cotton production in 
Manchuriae In 1933, local authorities, in conjunction with Japanese in- 
terests, launched upon a policy of increasing the cultivation of native 
cotton varieties, as well as of the enrly-maturing American types, and 
of improving the quality of native cotton for the spinning of medium—count 
yarn. The program called for an anmial expansion of the cotton area un= 
til it should reach 740,000 acres by 1950 as against the 130,000 acres 
under cotton in 1933. The program anticipated that such an area would 
produce a crop of around 400,000 bales, of which 50 percent or more was to 
Consist of upland varieties from original American sced. 


Judging by the results achieved to date, it is highly problematical 
whether Manchuria will be able to expand cotton production along the lines 
indicated in the program. A large-scale increase in cotton acreage in 
Manchuria faces serious obstaclese 25/ Among the more important are the 
Climatic conditions, which restrict cotton growing to a very limited area 
in South Manchuriae The production of a type of cotton comparabdle with 
American is particularly difficult because of the short growing scasone 
It is true that the Manchurian farmers increased their cotton area from 
130,000 acres in 1933 to 227,000 in 1934, with an output estimated at 
96,000 bales (of 478 pounds). Unfavorable weather reduced the area to 
140,000 acres in 1°35 and the outmt to 44,090 balese In 1936 the cotton 
area was increaged again to 200,000 acres, producing a total of 67,000 
bales. This is a far cry from domestic self-sufficiency, let alone a 
surplus cotton production upon which Japan could rely for part of its 
needs. Japanese authorities still profess an interest in increasing 


25/ Owen Le Dawson, American agricultural commissioner in Shanghai, 
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Manchurian cotton production, but it was officially reported that the 
elaborate plan introduced in 1933 was temporarily discontimed in 1936 
and instead there was instituted a 3-year investigation of Manchuria's 
cotton probdlens. 


North China 


re 


It is fairly clear now that Japanese attempts to secure large 
sources of raw cotton in Chosen and Manchuria are not promising, and i 
therefore hold little threat for American cotton. Of a more serious na- 
ture are Japan's efforts to induce the farmers of North China to grow 
cotton in such volume and of such quality as to meet at lcast some of 
the requirements of the Japanese textile industry. The larger output 
anticipated was intended also for Japanese mills located in North China. 
Should cotton growing in North China contime to increase, the operation 
of Japanese mills located there would doubtless be stimulnoted. The re- 
sulting expansion would enable them not only to supply the domestic markct 
in North China, but possibly also to export cloth to supplement or main- 
tain some of the forcign markets of the industry in Japan proper. Several 
major obstacles, however, stand in the way of a large cotton-acreage ex- 
pansion in North China. 


Me i aR ae beth Sag O 


Though China is regarded as the third largest producer of cotton, 
its domestic output is barely sufficient to cover the demands of its own 
textile indusiry. This is particularly truc of improved types of cotton, 
notwithstandinz the fact that China has been increasing the production of 
American upland varicties. Even if the availnbility of an exportable 
surplus is assumed, it would compete directly with Indinn cotton and only 
indirectly with American, unless the production of Chinese-American varic- 
ties is substantially incrensed. 


In North China, where expansion has already taken place in recent 
years, various cotton-growing districts are subject to drought, while 
cold springs and cold autumns in the more northern sections also restrict 
cotton growing, especially of long-staple varieties. One or two bad 
seasons might alter considerably the cotton-extension plan, especially 
since free land is not available for cotton production on any material 
scale. <A large increase in cotton acreage can be attained only at the 
expense of other crops, chiefly the food crops. Thus, in 1937 the 
Chinese cotton area was somewhat larger than in the previous year, but 
chiefly because of a corresponding decrease in other crops. The favor- 
able price of cotton compared with other crops was the major factor in- 
increasing the area during the past 3 years. In the absence of com- 
pulsory measures, the future expansion in cotton acreage in North China 
will depend chiefly upon the relation of cotton prices to those of other 
Crops. 


The significanco of North China as a cotton region of growing im- 
portance or the possibility of a limited competition between American and 
Chinese cotton in Japan need not be deprecated. Nevertheless, statements 
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which were widsly publicized in 1925 concerming 2 scheme whereby Japan 
might become "entirely independent of American cotton purshases within 5 
years" .26/ have no foundation in fact, atv least under normal conditions. | 
It seems premature, therefore, to view North Chiaa as a source of cotton 
exports that could displacs, in the near future, an oppreciable volume | 
of American cotton ia the Japanese market. 


Brazil 27/ 

A more promising potential source of cotton for Japnn, and for 
that matter for a number of other cotton-consuming countries, is Brazil. 
Tae rapid expansion of cotton production is an outstanding development in 
Brazilian agricultural economy in recent years. A few figures will suf- 
fice. During the period 1924-1933, the annual cotton acreage ranged from 
a minimum of 1,376,000 te a maximum of 2,000,000 acres, and the volume 
of production fluctuated between 430,000 and 740,900 tales. Within the 
past 4 years, howover, cotton srowing has expanded so rapidly that in the 
season 1946-37 Brazil planted a total of 6,425,000 acres, producing a | 
new record crop of 1,712,000 bdsles (of 478 pounds). 


The cotton-growing region of Brazil is divided into two well- 
defined areas, northern and southern. In the latter arca, American 
Upland cotton is srown almost exclusively, and it is there that expansion 
has been greatest. From a low point of 45,000 bales in 1928-29, :. pro- 
duction increased to 1,100,000 bales in 1930-37, or 65 percent of the 
total cotton crop cf Brazil. The quality of the southern cron has in- 
proved considerably in recent years and apparently compsres favorably 
with that of American, judging by comparative prices commanded by the two 
growths. From the staninoint of Japanese cotton needs, the improvement 
in the quality of Brazilian cotton has been a factor in lessening the de- 
pamdencse upon American. 


Another element that is likely to affect the position or Brazilian 
cotton on the Japanese market is that a great deal of cotton growing is 
carried on by Japanese immigrants. In Sao Paulo, where in recent years 
en average of avout 50 percent of the country's cotton crop has been pro- 
duced, it is estimated that about 40 percent is grown by Japanese. 


The rapid increase in production is reflected in the mounting 
Brazilian cotton exports. The annual export volume in the years 1924- 
1933 averaged 87,000 bales. In 1933, exports amounted to only 54,000 


26 / Manchester Guardian, August 2, 1935. In this connection, see also 

e China Weekly Review, Ausust 3, 1935; Japan Chronicle, August 8, 1935; 
and Oriental Economist, August 1935. 
27/ For details, see "Cotton Production in Northeast Brazil" and "Cotton 
Production in Southern Brazil", by P. K. Norris, foreign cotton production 
specialist, United States Department of Agriculture; also "Cotton Produc- 
tion in the State of Sao Paulo, Brazil", by P. O. Nyhus, American agricul- 
tural attaché at Buenos Aires, published in Foreizm Agriculture, January 
1937. 
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bales, out the year following they jumved to £84,000, increasin= to 630,000 
in 1935 and finally reaching 942,000 in 1936. An analysis of the total ex- 
ported volume shows that Brazilian cotton has secured an important foot- 
hold in Japan. In 1936, Brazilion cotton exports to Japan amounted to 
ne Ni bales as compared with 11,000 bales the year previous. Exoorts in 
37 did fair to exceed those of 1936 by a sizable margin; durins the 
montns of January through Ausust they were 20,000 bales larger than the to- 
tal of 1936. It has been reported that an important motive for increased 
Japanese purchases of Brazilian cotton was to exmand Japan's export trade 


wita Brazil; tut, whatever the motive, the fact remains that the availability 


f Brazil's cotton croo has somewhat lessened Japanese dependence on 
American cotton. With a further eradual eynpansion of Prazilian cotton 
gsrowins, increased direct competition with American cotton in the Japanese 
market is to be expected. 


Prospects for American Cotton in Japan 


— —————  ---—-  ---—— 


The preceding discussion has indicated that the position of American 
cotton in Japon depends, in the main, wnon two factors: first, on its 
competition with other growths; second and more important, especially in 
the immediate future, on the possibilities of expansion or contraction of 
Japm's export trade in cotton scods 


With respect to the first, it may be stated that for some years to 
come Japan will not be aodle to obtain important quantities of mediunm=staple 
cotton from sources under its direct or indirect control. The results of 
Japan's encouragement to cotton growins in Chosen and Manchuria hold 1lit- 
tle or no threat for American. While the prospects for expansion of cot- 
ton growing are more favorable in North China, serious limitations already 

mentioned make a sizable surplus of American type cotton for export prod- 
lematicel. Japanese imports of Brazilian are likely to increase, and, to 
a smaller extent, imports of other miscellaneous growths. It would seen, 
thererore, . Japan is tecoming scmewnat less dependent on American cote 
ton than in the past. For the time beins, however, Indian will contime 
to ve the ina competing srowth, and the respective share of each in 
Jaoan's imports will depend on their price relationship. It is prooable 
that for some time to come Japan will depend primarily on American cotton 
to enable its industr; to spin medium-count yarns and on Indian for the 


coarse counts. 

With respect to the second factor threatenins the position or 
American cotton in Japan, attention should be called to the fact that the 
domestic and colonial markets enjoyed by the Japanese cotton—textile in- 
dustry are very limited in comparison with those of the United Kingdom 
or the domestic market of the United States. Japan became the second 
largest consumer of raw cotton, and by this token the larsest single ex- 
port outlet for American cotton, chiefly because it succeeded in acquir- 
ing new markets and expanding old-established ones at the expense of 
other sources, notably the United Kingdon. 
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Recent trends in Japan's exports of cotton goods: point to « con- 
traction rather than an expansion. There are few untapped markets 
any consequence, and in many of the older markets the expansion of 
Japenese goods is being restricted by every known means. The ‘situation 
in the Indian market is cisturbing to the Japanese by virtue of tha rap- 
1i development of that country's cotton industry. "Cheaoness is the 
Only strong point of Japanese soods", an important Japanese cotton mill 
owner pointed out, "but that cheanness can't be suaranteed for a longs 
time." 23/ The pertinence of this warning is evident with res spect to 
important lines or cotton goods produced in India right now. The abun- 
dant supply of labor, secured at cheyp rates, and an ample source or do- 
mestic raw material are gradually forcing out the Japanese goods. Japan 
is besinnins to share the experience to which it subdjected the United 
Kingdom in this very market. 


China (exclusive of Manchuria) as a market for Japanese cotton 
goods has lost ell its former import:mce. In 19346, for instance, Jonan 
exported to China only Se wan)308 square yards of piece czoods as against 
375 million square yards in 1929. Here, more so than in India, the re- 
quirements are met from domestic sources. Paradoxically enough, Japan's 
loss in cotton-goods trade sustained in China is being accomplis sned with 
the aid of Japanese capital, which is rapidly building there an important 
textile industry. That effect the outcome of the present conflict be- 
tween Japan and China is likely to have on the position of Japanese piece 
gocds in the Chinese market is uncertain. The numerous cotton mills de- 
stroyed in the course of the conflict may stimlate a temporary rise in 
imported cotton gocds, even thouszh the purchasing power of the Chinese 
people may be considerably reduced during the transition period immediately 
following the conflict. If, however, recent tendencies in the development 

China's textile industry are not interfered with, it is not likely that 
important quantities of Japenese cotton goods can be sold in China. 


On the whole, the curtailment of Japan's cotton-soods trade in 
India and Chine will probably result in some loss in the consumption of 
American cotton in Japan. 


What the native textile industries do in curtailing Japanese cloth 
sales in India and China, increasing trade restrictions may accomplish in 
some of the other markets. The consequent decrease in Japanese cotton- 
s00ds exports may stimolate textile exports from Western Europe, princi- 
pally from the United Kinedom. The ouestion is: What will be the effect 
of such a shift on American cotton exports? It was pointed out previously 
that the shift of the cotton-textile industry from the United Kingdom to 
Japan resulted in a net loss to cotton exports from the United States. 

A shift back to Western Europe of part of the trade enjoyed dy Japan may 
offset the cotton loss sustained in that market. Such an outcome is 
probable becmise the United Kingdom, which is the chief cotton outlet 


28/ Shingo Tsuda, "Anclo=Japanese Rivalry in the Cotton Industry", p. 15. 
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for the United States.in Western Eurone, would be in a position to regain 
some or its lost markets, and in spinning yarns the United Kingdom a3 


- ~~ 


always used greater proportions of American cotton than has Janan. It may 
Oe concluded, therefore, that the decline of American cotton exports to 
Japen, resulting from curtailed markets for Japanese piece goods, will be 


compensated, to some extent at least, by increased exports to Zurope. 
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THE BRAZILIAN COFFEE-DEFENSE EXPERIMENT... 
. « e By Efwin P. Keeler* 


Government intervention in the Brazilian coffee indus- 
try, usually referred to in Brezil es "coffee defense" and 
more commonly in the United States as "coffee valorization", 
has been carried on almost without interruption for the past 
40 years. Broadly speeking, the Brazilian coffee-defense 
measures have been designed to regularize marketing of a crop 
subject to sharp year-to-year fluctustions in volume, to iron 
out correspondingly wide price fluctuations, and, on occasion, 
to raise prices. The Brazilian coffee-defensse measures repre- 
sent the longest-stending experiment of this type with a 
major agriculturel commodity, and the experience under them 
is therefore of particular interest. Recent changes in 
Brazilien coffee policy heve contributed to make the coffee~ 
defense measures 2 timely subject for examination. 


To understand the high degree of Government intervention in the 
Brazilian coffee industry, it is necessary to understand first the in- 
portance of coffee in the economic life of the country. With one or two 
exceptions, Brazil has for half a century produced each year more than 50 
percent of the world's total coffee supply, and despite increasing pro- 
duction in other arees hes accounted, on an average, for about 72 percent 
of the world production since 1900. While other commodities, such as 
rubber, cocoa, and cotton, have on occasion occupied important places in 
Brazil's economic life, coffee has ranked first among export commodities 
for more than a century and, during the period from 1900 to date, has 
made up aporoximately 60 percent of the total value of the Brazilian 
export trade. 


In addition to the importance of the crop as a source of employ- 
ment for labor and capital and as ea source of Government revenue, the 
returns from coffee exports are an important influence in determining 
the exchange value of Brazilian currency and in financing Brazilian pur- 
chases and obligations abroad. 


*Senior Agricultural Economist, Bureau of Agricultural Economics. 
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Factors Leading to Coffee-Pefense Measures 
The direct causes that have given rise to Government intervention 
in the Brazilian coffee industry are to be found in (1) the pronounced 
upward trend in production during the present century, particularly the 
lest 10 years, (2) the cyclical fluctuations in the size of the crop, and 
(3) the fact that consumer demand for coffee is relatively inelastic. 


Production in excess of world demand for Brazilian coffee first 
became a serious problem in 1902, when heavy plantings during the 1890's 
began to come into production. It reached a crisis stage for the first 
time in 1906, with a crop of more then 20,000,000 bags resulting from a 
combination of favorable weather and tree conditions. At this time, ' 
world consumption of Brezilian coffee probably did not greatly exceed 
12,000,000 bags, and the prospective surplus from this crop, following 
upon @ considerable carry-over from earlier years, led to tne undertaking 
of the first valorization scheme in 1906. The history of overproduction 
@s a more or less perennial problem, however, dates from about 1927-28. 
In that year, the Brazilian crop of approximately 26,000,000 bags exceeded 
apparent world consumption of brazilian coffee by more than 10,600,000 
begs. In all but 2 or 3 of the 3 years since 1927-28, Brazilian produc- 
tion has materially exceeded world consumption of Brazilian coffee, and 
in 4 of these years it hes exceeded world consumption of all coffees. 


Brazil's problem of overproduction, which has been a virtually 
constant one for the past 10 years, has been aggravated by cyclical 
fluctuations in the size of the crop. It was to meet these fiuctustions, 
rather than the chronic condition of overproduction thet has developed 
in the last decade, that the first Brazilian coffee-defense measures were 
enacted during the early 1900's. As shown in figure l, a large crop is 
usually followed by one or more smaller crops, because of exheustion of 
the trees by the large crop. Weather conditions, of course, also affect 
the trees and may make more pronounced, or may offset, the more or less 
regular crop cycle. <A conjuncture of a favoreble condition of the trees 
and of unusually favorable weather results in abnormally large crops. 


Generally speaking, world coffee consumption is extremely inelastic 
and has proved incapable of expansion to absorb either the cyclical over- 
production of earlier yeers, or the more or less constant overproduction 
of the past decade. The lack of response that coffee consumption shows 
to changes in prices of green coffee is clearly illustrated by a comparison 
of figures 2 and 3. In a comperison of the 5-year periods 1922-235 to 
1926-27 and 1932-33 to 1936-37, it will be noted tuat, during the first 
of these periods when world (New York) prices of green coffee (Santos 4) 
averaged 19.9 cents per pound, world consumption averaged about 20,900,000 
begs; during the second period when prices everaged 10.1 cents per pound, 
world consumption had increased to an average of only 24,100,000 bags. 

This lack of response to price may be attributed, among other factors, to 
the fact that, if used at all, coffee is generally considered a staple by 
the consumer. Furthermore, the price of the green coffee usually represents 
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less than half of the totel price of the product to the consumer, the 
other items entering into the final price being relatively inelestic. 


A further factor thet no: doubt influenced the Brazilians in 
embarking on their cofree-derense measures, and certainl; influenced 
their choice of measures, is to be found in the relatively nonperishable 
ae of the commodity. Under proper stornge conditions, green coffee 

en be held almost indefinitely without materinl deterioration. 


The history of brazilian coffee-defense. measures may be brokan 
down into certain fairly well-defined periods; (1) the first valor- 
ization scheme, initiated in 1906 ae liquidated for vractical purposes 


by the beginning of the jforld wer 2): Re: second valorization in 1917 
end 1918: (3) the third vulorization Liticted in 1921 and liquidated 
by 1924; and (4) the »doption of "coffee defense" es fn permenent policy 


ebout 1924. The first three measures may be treated bricfly and more 
detailed attention siven to measures and experience under the permenent 
policy. The Stete of Sic Paulo gerereliy produces about tvo-thirds of 
Brazil's totel coffees crop and Les usually initiated thcise meusures, 

later to be SeSsereD in their operetion or to have them taxen over entirely 
by the Federel Government. 


Early Coffee-Velorizetion keasures 


The first valorization measure was undertaken in 1906 as an emer- 

gency measure to meet the ..ge crop, for those years, of more than 
ts 000,000 bags. Coming at a time when production in immediately ereced- 

- years had "already become unwieldy as the result of heavy plantings in 
ae 1890's, tue 1906-07 crop exceeded world. consumption or. srezilian 
coffee by about 8,009,000 bags. The valorization was initiated by the 
Government of S€o Paulo end was cerried out eventually with the financial 
assistance of foreign bankers end the Federel Government of Brazil. It 
involved the purciese and storege of large PEEK of coffee (said to 
have reached a peek of about 10,000,600 bags in 1908) in the principal 
importing centers in the United States end ieeting Stocks were lLiquideted 
in an orderly fashion during the 5 years from 1909 to 1914, and for prac 
tical purposes liquidetion was compieted by the begimning of the World War, 
with the exception oy certein stocks held in German-controlled ports. 


In comection with the suecessful operation of the 
measure, it should be noted that it was accompanied by efforts toward 
control of production. In 1902, new plenting had beea prohibited in Sé&o 
Paulo for a period of 5 years, 2nd on termination of this period the 
prohibition was extended for enother 5 years. ‘While accurate enumerations 
of trees are not aveilaeble for these early years, it would appear that 
this prohibition contributed to the successful conclusion of the first 
venture in :valorization, and perheps of the second and third as s well. 


The second valorization project was initiated by the Government of 
S80 Paulo in 1917, when another large crop was in prospect following upon 
> & period of declining consumption attendart on the World War. Its aim 


> 


first valorization 
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was to purchase and retain in Brezil an amount of coffee equivalent to 
that which under peacetime corditions had usually been taken by Germany. 
This valorization project, in the course of which the Government of 

S80 Paulo is said to have purche.sed over 3,000,000 bags of coffee, was 
terminated shortly by en unforeseen event, which bankrupted many growers 
but which returned a substantial profit to the Government on its holdings 
of coffee. A heavy frost occurred in June 1918, which not only reduced 
the crop being harvested but made it apparent that the next year's crop 


would be abnormally small. As a result of the crop damage and, subsequently, 
the end of the war and the prospective reopening of Buropean markets, prices 


advanced sharply, and the Government liquidated its stocks readily 


The third valorization was undertaken in 1921, after prices had 
undergone a pronounced decline during the last half of the preceding 
year, wider the influence of the general post-war slump in commodity 
prices and the large crop of 1920-21. This valorization was undertaken 
by the Federal Government; and, because of smaller crops in 192l-ce and 
192223, the stocks acquired were successfully liquidated by February 192h. 


Adoption of Coffee Defense as a Permanent Policy 


During the course of the third valorization, the groundwork was 
laid for a permanent coffee-defense system to replace the earlier inter- 
mittent measures. Under the new system as finally agreed upon in 192h, 
the task of coffee defense was turned over to the Government of the State 
of Sdo Paulo and was adm-nistered by the seriofficial Coffee Institute. 
The new measures providzd for strict regulation of the amount of coffee 
that might move to the port of Santos for export and for the storing of 
reserve stocks in specially constructed upcountry warehousese During 
the first 2 years of its operation, no real test was made of the system, 
as the:2925-26 and 1926-27 crops were substantially in line with consump- 
tion requirements and prices were at a relatively high level. An impor- 
tant addition was made to the system in 1926, however, by the establishment 
of a State bank tc neke loans to coffee planters on stocks in the regula- 
tory warehouses and against mortgages on their plantations. ‘These 
credit facilities, supplementing those of private institutions, were de- 
signed to insure adequate credit to growers; and, as it later developed, 
an overliberal credit policy was an important factor in subsequent over- 
expansion in the coffee industry. During the period in which these meas- 
ures Were being set up to regularize marketings and to insure credit to 
growers, it anpears that little or no consideration was given to the 
rapid increase in plantings of coffee trees or to any future possibility 
of production regularly exceeding probable consumption requirementse 


The first test of the new system came with the 1927-28 crop of 
about 26,000,000 bags, or approximately 10,000,000 bags above world con~ 
sumption of Brazilian coffee. Under the threat of this crop, the other 
Brazilian States joined in the defense plan by adopting substantially the 
same type of marketing control. Additional financial support was obtained 
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from abroad, and with a short crop in 1928+29 it appeared for a time that 
the defense program had succeeded in weathering its first storme Mean- 
while, however, loans were being made to planters on the market value of 
the coffee held as security, rather than on their minimum needs for cul- 
tivation. This policy not only further encouraged new plantings but also 
led to a general overexpansion of credit and an unhealthy business boom. 
In addition, the Coffee Institute is said to havo actively engaged in op- 
erations in the coffee market to support prices. 


The huge crop of 1929-30, which reached a figure of 28,200,000 bags, 
Was accompanied in the fall of 1929 by a collapse of coffee prices and of 
the financial structure that had been built up in connection with the 
defense programe Additional credit could not immediately be obtained 
from abroad, and insiuitficient funds were available to continue advances 
to planters on stocks. The 1929 collapse did not, however, bring to an 
end Brazilian coffec-defonse ueasures; to have abandoned them then would 
have flooded the markets with coffee and would have brought complete finan- 
cial ruin to the coffee-srowing regions and to Brazilian exchangee But 
it did force changes in the existing measurese 


The following year, 1950, was largely ove of stopgan efforts. In 
the spring of 1939, the Government of Sao Poulo was successful in securing 
in the United States and Europe a loan equivalent to about $100,000,000. 
There was pledged against reparment of nrincipal 16,500,000 bags of coffee 
estimated to be on hard in upcountry warehouses, while the proceeds of a 
special tax of 3 shillings per tag on exports of coffee were to be devoted 
to the service of the loan. It was subsecucntly learned that actual stocks 
in Brazil were considerably hisher than had been anticipated, and by the 
end of the year both coffee prices and Brazilian exchange had declined 
materially, desnite a relatively small crop. 


With the further decline in prices and with another large crop in 
prospect for the 1931-32 season, it became necessary for the Federal 
Government to take over the problem of coffee cefense. The idea of an 
export tax was adopted, the re*urns from which were to de used for the 
purcnase and destruction of surplus stocks. A heavy tax was also placed 
on new plantings of coffee trees. The export tax was first set at 10 
shillings and later increased to 15 shillings, with the tax devoted to 
the service of the loan of 1930 included in the latter figure. Subse- 
quently it was made payable at the rate of 45 milreis ($2.58) per bag. 1/ 


The export tax to finance the purchase of coffee for destruction, 
supplemented on occasion by sacrifice quotas whereby planters were required 
to deliver to the Government certain portions of their crop at prices 
below the market, was an essential part of Brazilian coffee defense from 
1931 to the fall of 1937. 


1/ All conversions from milreis to dollars have been made at the average 
free market rate of exchange for November 1937, ieee, 1 milreis equals 
5e/2o6 cents. 
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Recent Changes in Coffce-Defense Measures 


Tie plans originally adopted in May 1937 for the current (1937-328) 


crop involved the continuation of the export tax and the coffee-destriction 


program and provided for drastic quotas, whereby only SO vercent of the 
1937-33 crop might be sold for export while 30 percent would constitute 

a "sacrifice" quota to be paid for at only 5 milreis (29 cents) per bag 
and 40 percent a "retained"-quota to be paid for at 65 milrcis ($3.72) 

per base It also provided for the issuance of 500,000 contos ($28,635,000) 
mrreney to aid in financing the purchases of the portion of the crop 
stituting the sacrifice and retained quotas. 


In August 1937, a meeting of representatives of the principal 
coffece-producing countries of Latin America was held in He ‘cde Cuba, to 
discuss the problem of overproduction of coffee. No agreement was reached 
on the all-important question of control of production or exports, in 
which Brazil was vitally interested because . the increasing competition 
Brazilian srowths have met from other coffees in world market in recent 
ycarse 


In November 19357, the Erazilian Government announced important 
revisions in its policies rclating to coffee. The revisions involve two 
major steps, apparontly designed primarily to permit the sale of Brazilian 
coffee on world markets at prices lower than those heretofore prevailing 
without lowering in like degree the internal prices received by Brazilian 
srowers. 


The first of these steps, submitted as a project of law to the 
Brazilian Congress on November 9 by President Vargas and apparently now 
in effect in tne majority of its features, involves a reduction in the 
export tax on coffee to 12 milreis (69 cents) per bag of 132 pounds from 
the previous rate of 45 milreis ($2.58) per bag. According to the project 
of law, 4 milreis (23 cents) of the 12 milreis tax will be automatically 
suspended when, within a period not to exceed 6 years, certain obligations 
of the National Coffee Department, to which it is-to be applied, are 
liquidated. In addition to the reduction in the Federal export tax on 
coffee, the State of S¥o Paulo has reduced its State transportation tax 


on coffee from 3.5 gold milreis — cents) to 2 gold milreis (24 cents) 
per bage 


As a second step, bills of exchange derived from exports may now 


be sold in their entirety at free market ratese Previously, only 65 percent 


of the procecds of coffece-export bills could be sold at the frec market 
rate, the exporter having been obligated to deliver 35 percent of the 
proceeds to the Bank of Brazil at the less favorable official rate of 
exchange. Freeing of the exporter from this obligation has resulted in 
his receiving a greater mimber of milreis per unit of foreign currency 
for his exports than he would otherwise have received. 


SRP rey oa eh D 


PPS i Aiate T te 


Ce a EGIY  aeOOPAREES ANT me 


aie an Fee 
so pe De SELECT A 


en aT 


Brazilian Coffee 625 


It appears that little change has thus far been made in the essen- 
tial measures agreed upon last spring for the 1937-38 crop, except for 
the reduction in the export tax, which reduction is designed to place 
Brazilian coffee in a stronger competitive position in relation to other 
coffees in world markets. There remain in force, apparently, the fol- 
lowing essential features of Brazil's coffee-control program for the cur- 
rent season: (1) Only 30 percent of the 1937-38 crop to be sold for 
export, 30 percent to constitute a "sacrifice" quota to be paid for at 
5 milreis (29 cents) per bag, and 40 percent to serve as a "retained" 
quota to be paid ror at 65 milreis ($3.72) per bag; (2) 590,900 contos 
($28,633,000) of currency to be issued to aid in financing purchases of 
the 70 percent of the crop that constitutes "sacrifice" and "retained" 
quotas. It appears, further, that restrictions on the movement of coffee 
from upcountry shipping points to the port of export shipment are being 

contimed, as is the coffec-destruction program. 


Statistical Position of ee 


Before an attempt is made to appraise in summary fashion Brazilian 
experience with coffee defensc, the recent statistical position of the 
commodity should be reviewed bricfly in comparison with its position in 


the years preceding active operation of the permanent coffec-defense policy. 


During the past 5 years, from 1932-33 to 1936-37, Brazilian coffee pro- 
duction has averaged 21,659,000 bags, as compared with 13,962,000 bags 
during the 5 years from 1922-235 to 1926-27. Production of other than 
Brazilian growths, as indicated by arrivals in consuming countries, has 
increased from an averaze of 6,691,000 bags in the 5 years 1922-23 to 
1926-27 to an average oi 9,379,000 bags in the period from 1932-33 to 
1936-37. World coffee consumption, on the other hand, has increased in 
much smaller degree, from an average of 20,900,000 bags in the earlier 
period to an average of 24,100,000 bags in the period from 1932-33 to 
1935-37. 


Exports of Brazilinn coffee have averaged tut slightly higher in 
the past 5 years than in the earlier period, 14,049,000 bags from 1932-33 
to 1936-37 azainst 13,830,000 bags fron 1922-23 to 192c-27. When these 
figures for Brazilian exports and those covering arrivals of other 
coffees in consuming countries are compared, it becomes evident that the 
other producers have acquired a substantially greater portion of the 
world market, 40 percent in the past 5 years conpared with 33 percent in 


CG 


the 5 years beginning with 1922-23. 


Despite the destruction of 47,961,000 bags of coffee in Brazil 
between 1931 and June 30, 1937, the world carry-over as of July 1, 1937, 
Was estimated at 30,451,000 bags, of which 28,069,000 bags consisted of 
Brazilian coffee and 2,382,000 bags of other coffees. This was only 
slightly below the previous peak reached on July 1, 1932. Then estimated 
production for the current season of 25,462,000 bags of Brazilian coffee 
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and 11,500,9CO bags of other coffees is added, supplies of all coffees 

for the 1937-38 season may be estimated at 67,413,000 bags - 53,531,090 
bass of Brazilian and 15,882,000 bags of other coffees. In this connec- 
tion, it is interesting to note that total consumption of Brazilian coffee 
during the preceding season was estimated at only about 14,125,000 bags, 
and of other coffees at approximately 10,750,000 bags, while destruction 
of coffee in Brazil totaled 10,893,000 bags. Prices of mild coffees, as 
represented by Colombian Manizales ir figure 3, have been lower relative 
to Brazilinn in recent years than during the 1920's. 


Conclusions 


Generally speaking, an examination of the Brazilian coffee valori-~ 
zation or defense measures indicates that they operated fairly well in 
mitizatine the effects of cyclical fluctuations in production prior to, 
say, 1927. Over the long term, production and consumption were fairly 
well in line during the periods covered by the earlier valorization meas- 
ures, and the prohibition of new plantings for the 10-year period beginning 
1202 was probably of assistance in maintaining the lons~term balance. 


The difficulties that developed after the adoption of coffee 
defense as a pemanent policy appear to have been due to a mumber of 
factors. They include (1) attempts to stabilize coffee prices at unduly 
high levels; (2) overliberal credit policies; (3) failure to limit new 
plantings in the 1920's, which instead were encouraged by (1) and (2) and 
which have accounted in considerable degrec for the large crops of the 
past few years; (4) administrative deficiencics in the operation of the 
control machinery; and (5) encouragement of plantings in other countries, 
which had come to believe that Brazil would engage indefinitely in direct 
or indirect price-supporting measures. 
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COFFEE: PRODUCTION IN THE WORLD AND IN BRAZIL, 1900-01-1937-38 
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ESFECT OF SUBSIDIES ON BRITISH WHEAT ACREAGE 
AND OX RETURNS TO GROWERS* 


An indication of the probable effect of the recent decision by 
the British Goverrment to subsidire oat and barley growers and to in- 


crease the amount of hore--frovr millable vthent for which a minimun 


price is guarantecd is given ir wie July issue of "The Farm Economist", 
published monthly by the Acriculturtal Economics Research Institute, 
Parks Road, Oxford, Engiand. Tie roport shows that returns to vheat 


srowers will be Lisacr under the new than under the old Wheat Act but 
expresses the opinion that whcat production is not likely to be expanded 
substantially unless the price of wheat over a long period is relatively 
higher than prices of other farm products. 


Under the previous regulations, wheat growers received a defi- 
ciency payment at the end of cach marketing year (July 31) equal to the 
difference between the standard price of 10s. por ewt. ($1.33 per bushel) 
and the average price actually realized on all sales of millable wheat 
up to 27,000,000 ewt. (50,400,000 tushels). If, however, more than 
27,000,000 ont. were sold, he so-called deficiency payment was reduced 
proportionately. The effect of that legislation was to encourage pro- 
duction up to 27,000,000 cwt. but to discourage it in excess of that 
amount. Under the modified regulations, the amount of home-grown mill- 
able wheat for which the price of 10s. per cwt. is guaranteed has been 
increased to 36,000,000 ewte (67,200,000 bushels). 


The Government at the same time, moreover, decided to pay condi- 
tional subsidies to growers of oats and barley who do not benefit under 
the Wheat Act. Oat and barley growers not receiving the wheat subsidy 
will be given a payment on limited quantities equal to the difference 
between the average price actually received and a guaranteed price of 
56 cents a bushel for oats and 85 cents a bushel for barley. In no case, 
however, are oat and barley subsidy payments to exceed $1 (about $4.95) 
per acre. 


*Based on an original study by Ruth L. Owen, member of the staff of the 
Agricultural Economics Research Institute, Oxford, England. 
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The effect of the modification in the Wheat Act on producers! re- 
turns per bushel at varying levels of wheat prices and at varying quan- 
tities of home-grown millable wheat sold is shown in the following table. 


Computed average returns, per bushel, to wheat growers 
under the old and the new Wheat Acts 


1,000 tshels: When the actual price per bushel averages 

of millable :__$0666 : $0.80 _ $0.93: _ $1.06 : $139 

wheat sold : Old . New H Old : New: Old : New: Hor iNew ‘+ Old New 
50,400...... $$1.33! ‘$l. 33 | $1433! $1.33: $1.33: ‘$l. 33: $1.33: $1.33: $1.33:$1.33 
56,000....+. } 1626: 1.33: 1.27: 1.33: 1.28: 1.33: 1.30: 1.33: 1.31: 1.33 
61,600...... $ 1620! 1.33! 1.23! 1.33: 1.25! 1.33: 1.28: 1.33! 1.30: 1.33 
67,200...... $ 1616! 1.33: 1.19: 1.33: 1.23! 1.33! 1,26: 1.33: 1.29: 1.33 
72,800+.+.+. $ lel2: 1.27: 1,16: 1.28: 1.20: 1.29: 1.25: 1.30: 1.28: 1.31 
78,400..-.0+ $ 1,09! 1.23: 1.14: 1.25: 1.18! 1.27: 1.23! 1.29! 1.27: 1.30 
ES eee : 1.06! 2. 19; 1.12; 1.22; 1.17: 1. 25; 1,22: 1.27: 1.27: 1.30 


Converted from shillings and pence per cyt. on the basis of the September 
30, 1937, exchange rate, Bl cquals $4.95021. 


Study of the above tabulation reveals that, as long as sales of 
domestic wheat are less than 27,000,000 ewt. (50,400,000 tushels), the 
new arrangement will have no effect whatever on actual net returns to grow- 
ers. The reason is that, in the event prices are below the guaranteed 
level of 10s. per cwt. ($1.33 per bushel), growers will receive no more 
and no less than the difference between that level and the average market 
price at which the 27,000,000 cwt. or less were sold. And in the event 
average market prices are above the guaranteed level, no subsidy at all 
would be payable. 


If, however, more-than 27,000,000 cwt. of home-grown millable wheat 
are sold in a season, producers will realize substantially higher prices 
than under the old arrangement, whether the actual market price realized 
for the same is above or below the guaranteed minimum of 10s. per cwt. 
($1.33 per bushel). The British Minister of Agriculture refers to this fact 
as a "valuable additional insurance" to growers. 


If, for: example, 36,000,000 cwt. (67,200,000 bushels) of wheat were 
sold during a season at a market price that wrevened only 9s. per cwt. 
($1.19 per bushel), the returns to growers under the new act would amount 
to 10s. ($1.33 per bushel) while under the old act they would have amounted 
to only 9s.9d. ($1.29 per bushel). Thus, net returns to growers under these 
conditions would be 3d. per cwt. (4 cents per bushel) higher than under the 
old act. 


Should the average market price for these 36,000,000 cwte be less 
than 9s. per cwte ($1.19 per bushel), the difference in net returns under 
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the new act as compared with the old would be ever greater. With tiese 
56,000,000 cwt. selling at 8s. (51.06 per bushel), for example, the int 
ference would be 6d. (7 cents per bushel); if selling at 7s. (30.93), t 
difference would rise to 9d. (10 cents); if at 6se ($0.80), to ls» (14 
cents); and if at 5s. ($0.66), to ls»dd. (17 cents). 

The net returns to growers would also be sreater than under the 
Old act should more than the 36,000,000 ewt. be sold. Tims, if 39,000,000 
ewt. (72,800,000 bushels) are sold at an average price of 9s. per cvwte, 
the net returns to growers under the nev; act would be 9s. lld. ($1.3 
per bushel), while under the old they would have amounted to only 9s.8d. 
per bu shel). the difference would be 7d. (5 cents); if at 7s. ($0.93), 
it would be 8de (9 cents) hiszher; at 6se ($0.80), it would be lld. (12 
cents) higher; and at 5s.:($0.66), 1se2d. (15 cents) hizhere 


raping on the probable cffect of the extended wheat subsidy 
on the future wheat acreage in the United piers the report points out 
that the acreage planted to wheat in the United Kingdom in any one autumn 
depends to a large extent upon the price of wheat relative to the price 
of other agricultural products. When wheat prices are relatively high, 
an acreage expansion may be expected; but, when relatively low, a reduc- 
tion in acreage is likely to take place. Moreover, if barley and oat 
prices are particularly high at the time wheat is planted, the wheat 
acreage will probably be somewhat smaller than it otherwise would have 
been. 


The existing (July 1937) level of agricultural prices is nearly 
140, taking 1911-1913 as 100, and it is likely to rise still further, 
says the report. The conclusion is drawn, therefore, that, as long as 
the index of farm prices remains at or above existing (July 1937) levels 
and as wheat prices are not above 10s. per cwte, there is little prob- 
ability that the sales of millable wheat will exceed 27,000,0CO cwt. per 
ANNUM 


Should the general level of agricultural prices decline, however, 
the sales of home-grown millable wheat under the stimulus of a guaranteed 
price of 10s. per cyte might well exceed 27,000,000 cwt. per annum, ac- 
cording to the report. Under such conditions, the recent modification 
in the Wheat Act will be of great value to the wheat growers. In gencral, 
the extent to which growers are likely to benefit from the decision to 
extend the application of the guaranteed price to a new maximum of 
35,000,000 cwt. will depend on the future level of wheat prices compared 
witn the prices of other farm products and on the amount of wheat that 
growers sell off the farms for milling. 


The report expresses the opinion that the new subsidies to growers 
of barley and oats will tend to reduce the wheat acreage, since these 
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subsidies are to be paid only to growers who do not qualify for payments 
under the Wheat Act. Moreover, it is believed that, with the payment of 
a subsidy to barley and oat producers, the latter will cease to clain 

payments under the Wheat Act. This would further tend to reduce the 
amount of home-grown millable wheat moving to market. 
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FOREIGN AGRICULTURAL POLICY 


NaTHSRLANDS CONSIDERS REDUCING AID TO FARMSRS 


Should agricultur:.1 prices improve, the Government of the 
Netherlands plers to reduce to some extent the relief it now ec- 
cords to farmers under tl.e various so-called crisis measures that have 
been adopted in recent y.ers, according to a report from the American 
Embassy et The Hasue. Mony of these measures involve the imposition of 
crisis levies that nave u:roved burdensome to American exporters. 


The intention of “he Government to reduce the crisis levies on 
egriculturai products as the orices of those products rise in world mar- 
kets was announced in an official memorandum issued on November 9, 1937. 
In this memorandum, the ‘overnment points ovt that the measures for the 
support of agricu al ture were edopted in order to protect Netherlands agri- 
culture as far as possible from the consequences of the sharp fall in 
world market prices ve! egcicultureal yroducts. Thuis protection was ac- 
complished by increasing the returns thet farmers received for their 
products either by means of direct financial support or through indirect 
measures for raising the internel price level. 


The statement poliats out thet in view of these sims it is to be 
concluded that measures originelly adopted for the stebilizetion of 
prices to domestic prodacers can be wholly or partly cbandoned as world 

rices of the commoditi:s in question increcse to Seeeenee levels. — At 

the seme time, the levizs from which the cost of administering the par- 
ticular relief measureg in question wes met cen Likewise i revoked or 
lowered. 


oe Governme nt therefore proposes to follow a policy tnat will 


lead to a ual a iqv.idation of the finencial measures. now in force for 
the Ri e® "of a eagricu.ture, the rate of the liquidation depending upon 


the speed of the rise in tne generel price level of those products. The 
Government, nowever, emphasizes thet this liquidetion in crisis measures 
will not be permittel to result in the ebsndonment of eny institations 
thet agpesr to be useful. The Government elso proposes to strive for im- 
provement in the quelity of agricultural and horticultural products, not 
only pay eas this is of importance for exports, but also with a view 
to stimulating the domestic sale of such products. 
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DANUBE BASIN RSLIEF TO WHEAT AND RYZ GROWERS 


Relief to producers of wheat and rye in Bulgaria, Rumania, and 
Yugoslavia is being maintained as a vital part of the agrarian policies 
of those nations, according to a report received from tne Belgrade office 
of the Bureau of Agriculturel Economics. These measures provide either 
for governtnentsl purchases at levels higher then the world market price 
or for the payment of export premiums. 


Bulgaria 


The bulgerien Government Grain Monopoly continues to buy wheat 
from fermers at 320 leva per quintal (8C cents per bushel at current 
ete of exchange) and rye at 245 leva per quintal (56 cents per bushel), 
Seles to domestic mills ere made et from 386 to 400 leva per quintal 
(95 to 99 cents per bushel), according to quelity, for wheet, and at 
from 287 to 300 leva per quintel (66 to 69 cents per dushel) for rye, 
according to the distance between mill and nearest agency of the Mon- 
opoly. The Monopoly sells wheat to Bulgerian exporters at variable 
prices, which are somewhat below the quotstions on foreign markets. 
Exporters are required to deliver strong curre.tcies obteined for wheat 
to the National Bonk of Bulgaria. eles against weok currencies are 
not permitted. 


Rumania 


On August 12, 1937, the Rumanian Wheat Marketing Board fixed an 
export premium of 30 lei per quintal (6.2 cents per bushel) on wheat des- 
tined for export; this was increased eerly in September to 70 lei per 
quintel (14.3 cents per bushel) and wes to remain at that level at least 
until December 10. According to e decision of tie Wheat Marketing Eoard, 
handed down in September, the above promiums were to be paid only on ex- 
ports made in compliance with the terms and mininum prices fixed by the 
Board for sales abroad. 


Export premiums on wheet were fixed in Rumenia for the first time 
in 1931-32. In that veer 11,077,000 quintals of wheat were exported, at 
e. premium of 100 lei per quintal. Actual payment of the premiums, how- 
ever, was delayed for more then 2 years; finally, in the fall of 1933, 

@ large part of the unpaid balance was liquidated ty means of Government 
bonds, the market price of which wes only about 30 percent of the face 


value. 


According to trade reports, practically no premium payments due 
on wheat exports made efter July 1, 1937, had been rade by the Government 
up to the middle of November. The total of unpaid premiums due to the 
end cf October 1937 was placed at 150,000,000 lei ($.1,126,950 at the cur- 
rent rate of exchenge). Exporters entertained fears late in Uctober that 
their premium clains night meet the same fate as those earned in 1931-32. 
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Beginning with eerly October, the Poard has made the payment of 
premiums on wheat exported to countries with weak currencies contingent 
upon the simultancous exportation of fruit and/or wine equivalent to at 
least 20 percent of the quantity of the wheat exported. Wheat exporters 
are required to deposit a security in the amount of from 20 to 40 lei 
per quintel of wheat with the Wneat Merketing Board. If they are not in 
a position to export the additional quentitics of fruit or wine, this 
security is Povtaltioik to the Board. In other words, the 70-lei premium 
per quinteal is reduced to from 30 to 50 lei. 


The distribution of improved seed has continued this year. Breed- 
ers and producers of improved wheat are alloved a premium of 100 lei per 
quintal (20 cents per bushel) on Original seed, (i.e., seed directly pur- 
chased from the grower) ard 50 lei on other improved seed. An approprie- 
tion of 10,000,000 lei ($75,130) nas been granted to the Ministry of 
Agriculture for the paymens of these premwiuns. 


Yugoslavia 


The Yugoslav Privileged Export Company continues to accept wheat 
from farmers at prices well ebove export parity. <A total of about 
1,050,000 quintels (3,858,00C bushels; had been acauired by the Privileged 
Export Company up to bert 10. Most of this quentity has subsequently 
been exported by the compeny to Germany and Austria, with which countries 
preferential trade egre idaaede providing for customs-duty refunds are in 
existence. 


The Privilegeli Exoort Company imported large quantities of the 
Hungarian imroved wheat variety Baniuti in 1936. “the Original seed has 
been increased in the meentime and has become popular in the principal 
Yugoslev whest sections of the Banat and Betcnka. It is now anticipated 


bro in a few years this variety will replace the native varicties and 
especislly the Preiutfic ond other soft wheats introduced into these dis- 


ay isaur 
tricts Gurtng and exver the World War. The Privileged zxoort Company 
pays 200 dirers per cnintel ($1.26 per bushel) for Bernruti wheat, which 
it disiciouves to farmers 2t between 165 and inars ($1.04 to $1.07 
per bushel). Funds heave been provided for the dis stribution of 30,000 
quintels (110,000 bushels) of seed on the above be 


SWISS WHEaT AND FLOUR TRADE REGULATIONS 1/ 


State control of the wheat trede in Switzerland detes back to 1915, 
r S a 


when @s a measure of nationel emergency the Government assumed sole re- 
sponsibili+; for vheat hsoortation and distribution. This monopoly con- 
tinued urtii 1929. It wes then abandoned in eccordance with a plebiscite 


held on the question. 


1/ Summarized from a report published by the Canedien Ministry of Trade 
and Commerce in The Commercial Intelligence Journal for November 1937. 
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The law abolishing the monopoly, however, provided measures of 
Governmert aid to domestic wheat producers. The main features of that law 
nre the formation and maintenance by the Government of reserve stocks and 
the purchase of home-grown wheat at a guaranteed price. The Goverrment 
likewise provides the machinery for selling this wheat to millers, the 
poying of milling premiums, and the protection of the Swiss milling in- 
dustry .gainst foreign caapetition. 


In order. to insure an adequate supply of wheat within the country, 
the Goverment maintains a reserve of approximately 3,000,000 bushels, 
which, however, may be augmented under exceptional circumstances. This 
reserve supply is held in both private and public storchouses and mst 
consist of varieties and qualities best suited for milling purposes. An 
agency known as the Federal Coreal Administration is responsible for the 
maintenance of these reservese Sales from roserves are made to millers 
at prevailing market prices, but equal quantities are always concurrently 
purchased from abroad so that the specified minimum quantity is always 
held in stock. 


In order to assure a setisfactory price to domestic growers, the 
law provides that the Government must purchase directly from producers all 
offerings of wheat that are suitable for bread-making purposes at a price 
between 34 and 45 francs per 109 kilos ($2.14 to $2.84 per bushel), f.0.d. 
Cars or delivered at mill or warehouse. The actual price paid is fixed 
anminlly by the Federal Council. For wheat of a superior quality, a 
special premium of 1.50 francs per 100 kilos (9.5 cents per bushel) may 
be paid. A subsidy may also be paid to producers of wheat in mountain 
regions because of their higher production costs. 


The milling industry is under the supervision of the Government 
whose advice and instruction it must follow. Mills, for example, are 
required to store without charge their part of the national reserve. 

They mist also take for grinding the native wheat purchased by the Govern- 
ment. In addition, at the request of the Cereal Administration, they mst 
purchase fron time to time, the foreign wheat held in reserve storage in 
order to permit the periodic renewal of such stocks. 


The Government fixes the price to be paid by mills for the foreign 


wheat taken fron the reserve stocks on the basis of the average price ruling 


for foreign wheat of similar quality delivered at the mill. Home-grown 
wheat is purchased by the mills at a uniform price, delivered at railway 
station or destination. 


In recompense for the regulations to which the Swiss flour milling 
industry must submit, the Government reserves the flour market exclusively 
for Swiss millers. This is accomplished by a provision that flour may be 
imported only upon authorization of the Cereal Administration and only 
against the payment of a compensatory duty, the amount of which is to be 
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fixed by the Government. In actual pviactice, there are no imports of 
bread-making flour. The iaw also avthcrizes the Government er protect 
the interests of bread consumers from exploitation at the hands of 
miliers, who enjoy monopoly privileges as regards the snie of flour. 

All firms and individuals, therefore, who import, sell, mill, or 
trade in wheat are placed under the supervision of the Swiss Government. 
They must be registered and must conform to the regulations prescribed by 
the wneat law. The actual movement of foreig wheat is Government con- 
trolled from the time it enters the country until it is finally consumed. 
All regards domestic wheat, this supervision commences with delivery by the 
producer to the Government. 


Wheat production in Switzerland is not sufficient to meet domestic 
requirements. Furthermore, such wheat as is produced requires the admix- 
ture of hard wheats for the production of suitable breed flovr. While 
imports are controlled by import quotas fixed by the Government, actual 
purchase is made through established domestic trade agenciese Imports 
are dutiable at 0.60 francs per 100 kilos (about 4 cents per bushel). In 
recent years, wheat imports have generally been made from countries having 
frozen Swiss credits, and from those that are willing to take Swiss indus- 
trial products in exchange for wheat. 


GERMAN CHEMICAL PROCESS FOR Th (PRO VING HSAVY-GRADE TOBACC 


A chemical process for improving 4 inferior, heavy grades of tobacco, 

involving the use of hydrogen peroxide, introduced in Germany in 1936, 

has been making considerable progress commercially of late and the pros- 
pects are that in the not distant future the process will be adopted for 
treating all Germany's production of heavy—grade tobacco, rendering it 
suitable for pipe smoking and lessening the need for imported tobacco, 
according to a report from American Consul Sydney Be Redecker at Frankfort 
on the Main, Germanye It should be pointed out, however, that the great 
bulk of Germany's tobacco production, of around (0s 050,090 pounds annually, 
is used in the manutacture of regular tobacco products, chiefly smoking 


mixtures. 


The process in question has been tested exhaustively and found to 
be practical for improving the particular kind of German tobacco, which 
hitherto, because of its heavy and inferior grade, was unsuitable for 
smoliing purposes and was therefore used largely for obtaining nicotine for 
insecticide purposes. Heretofore, a serious obstacle to the widespread 
Commercial adoption of the process was the legal requirement contained in 
the so-called Declaration Decree that all tobacco offered for sale that 
has been chemically or otherwise artificially treated for improving its 
quality bear a clear indication setting forth the nature of such treatment. 
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Owing to the unfavorable psychological effect of this required 
publicity of artificial treatment, the commercial development of the 
Chemical improvement process referred to has been retarded. It is 
now renorted that the legal requirement of public ceclaration will 
shortly be abolished as regards the leading "Merck-—Degussa" - tobacco- 
improvement process and that, with its abolition, adoption of the process 
will gain rapidly until Germany's entire production of heavy tobacco will 


be processed by it. 


In addition to reducing the nicotine content of the heavy grades 
of tobacco, it is claimed that the process also reduces all other unsuit- 
able elements. <A particularly favorable characteristic of the process is 
that it is said to be the only one so far developed that enables treat-— 
ment of the tobacco in its first preparation stages,, thus avoiding any 
injury to the external structure of the tobacco leaf while achieving 
maximum results in improved quality. 


By enabling the increased utilization of German tobaccos or the 
heavy grades for smoking purposes, the universal adoption of the process 
for treating Germany's entire production of heavy grades of tobacco 
appears calculated to exert considerable effect upon Germany's foreign 
trade in tobacco by reducing the need for imported leaf hitherto required 
for sinoking purposes. 


